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INTRODUCTION. 


The experience of the two years that have elapsed 
since the period to which the Work of which this 
is a continuation was brought down, namely, to 
the close of 1837> embraces events of considerable' 
interest in relation to the agriculture, the manu- 
factures, and the commerce of this country, and is 
strikingly illustrative of the circumstances on which 
variations in prices, in the rate of interest, and in 
the state of trade and of credit depend. A sketch, 
therefore, of the prominent features of the markets 
for produce, and of the money market, or, in other 
words, of the state of prices, and of the circulation, 
cannot but be useful, if only as a record of events 
in a continuous form, and in the order and connec- 
tion of their occurrence, and of facts which, how- 
ever important or essential to a right conclusion on 
the points under discussion, are apt either to escape 
recollection, or, if remembered, to present them- 
selves in a cpnfused heap, from which reasoners, on 
one side or the other, feel themselves at liberty to 
select such as suit their purpose, with the aid only 
of such transposition as renders particular events 
apparently the effect or consequence of those which 
in reality occurred subsequently, and vice versa. 
In truth, statements of historical facts, professing 
to be illustrative of particular conclusions on ques- 
tions relating to prices and the circulation, unless 
guarded by a careful reference to dates and an ex- 
planation of attendant circumstances, may be-made 
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subservient to the most distorted views. It is my 
purpose in the present, as it was in the former part 
of this Work, to lay before the reader the most pro- 
minent of the facts relating to the state of prices 
and of the circulation in the period under consider- 
ation, with a careful reference to dates, and with 
such explanation of attendant circumstances as may 
enable him, if he differ from me in my conclusion, 
to ascertain the precise ground of difference, and to 
point out, consequently, the source of error in the 
reasoning which led to that conclusion. The order 
which it is proposed to pursue in this examination 
and explanation, as in the former part of this work, 
is, to pass in review, — 

1. The state of prices of corn, and the circum- 
stances connected with them. 

2. The state of prices of produce other than 
corn. 

3. The state of the circulation. 

And as there are two topics which more than any 
other, party politics excepted, engross the attention 
of the public, namely, the Corn Laws and our Bank- 
ing institutions, I propose to bestow some remarks 
upon each of them. Accordingly, some of the main 
points connected with the working of the corn laws 
will immediately follow the account which will be 
given of the state of the corn trade in the two last 
years ; and a review of our banking institutions, 
but chiefly of the management of the Bank of Eng- 
land, with observations upon the defects of the 
existing system, and of the proposed remedies, will 
form the concluding part of the present work. 



CHAPTER 1. 


ON THE CORN TRADE IN 1838 AND 1839. 

Section 1 . — Cursory Review of the Seasons and 
Crops of 1836 and 1837. 

In order to the more clear appreciation of the state 
of the corn trade in the two last years, it may be 
necessary to revert briefly to a few of the leading 
features of it in the period immediately preceding, 
which have been adverted to in the former part of 
this work. 

The four consecutive seasons from 1832 to 1835 
were singularly propitious to the growth of Wheat, 
which crop, besides being on an extended scale, and 
in an improved state of cultivation, probably pro- 
duced more per acre, taking the kingdom through- 
out, than was ever before known. Among the 
favourable circumstances which distinguished those 
seasons, may be mentioned that of a prevalence, 
during the summer and autumnal months, of a 
sufficient proportion of dry weather to admit, with 
few and insignificant exceptions, of the whole of 
the harvests in the northern, as well as in the 
southern division, being secured in good order and 
with little, if any, waste. The spring crops, on the 
lighter soils especially, suffered from the drought 
of the summers, and the pastures were a good deal 
burnt. But the winters were singularly mild and 
open, with little frost, and hardly any snow, and 
the spring seasons genial and forward ; so that, al- 
though the stocks of provender were rather short, 
the consumption as winter food, for cattle and 
sheep, was also on a reduced scale. Still the prices' 
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of spring corn and pulse ranged above their usual 
proportion to wheat, and the price of barley espe- 
cially approached, in an unprecedented degree, to 
that of wheat. The effect of this disproportionate 
cheapness of wheat was, in the first place, greatly 
to increase the relative consumption of it, or rather 
to apply it to consumption of an unusual descrip- 
tion, namely, to the feeding of cattle, sheep, and 
pigs, besides malting for beer, and distillation ; and 
in the next place to induce, after the harvest of 
1835, when wheat reached its lowest point of de- 
pression, a diminution of the breadth of land sown 
with this description of grain, and a substitution 
of barley and oats in cases where the lands were 
suitable, and where the leases admitted of such sub- 
stitution, orwheiethe landlords consented to a de- 
viation from the accustomed and stipulated rotation 
of crops. 

It is probable that the higher range of the price 
of wheat in 1836 and 1837 had a tendency to 
restore the ordinary relative pioportions of sowing 
in the autumn of 1837,. although, perhaps, not 
fully to the former extent. 

Previously to entering upon the description of 
the season of 1838, and of the harvest of that year,. 
I will briefly advert to some particulars respecting 
the crops of 1836 and 1837 » which, when referring 
to them formerly, I noticed only cursorily; be- 
cause my means of appreciating the degree of 
their productiveness were then still imperfect, 
although, as far as related to the explanation of 
the state of markets, the general estimate which 
I made t>f them seems to have been borne out by 
the event. 

The spring of 1836, as I have before had oc- 
casion to observe, although following a winter of 
no marked severity (not quite so free, however, from 
frost as the preceding four winters), was very cold 
and dry, and all vegetation was very backward. 
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compared with the preceding spring seasons. Tlte 
wheat on the ground presented an unpromising 
appearance.* And this circumstance, among others, 
had the effect of raising the markets from their 
previous extreme depression. But so fallacious 
are the means of judging of the eventual produce 
from. appearances in the spring, that the crops on 
some of the very lands of which it was confidently 
reported, even as late as the first week in June, that 
they were not likely to yield half the usual produce 
per acre, did, in point of fact (the weather from 
that time proving to be most propitious), turn out 
to be abundant beyond any precedent. This de- 
scription applies to the south, and south-eastern, 
and midland districts of the kingdom. And if in 
all the other districts the wheat crops had equalled 
these, and had been equally well got in, the general 
produce per acre in 1836 w r ould perhaps have 
equalled even that of 1834. But in some of the 
other parts of the kingdom, viz., in the district 
from Gloucestershire to the Humber, the drought 
of the spring and part of the summer had proved 
too great for the soil, and in those the crops, al- 
though well secured, did not equal those of 1834. 
In die more northern division of the island, the 
season was, upon the whole, unfavourable ; but 
more especially in the summer and autumn of 1836, 
being wet, cold, and in every sense of the word, 
inclement. In Scotland, the wetness and in- 
clemency of the season, during the whole progress 
of the harvest of 1836, from its commencement to 
its close in December of that year, almost, equalled 
in description that of the season ofl8l6. In con- 
sequence of these drawbacks, there is reason to 
.believe that, taking the kingdom generally, the 
produce per acre was below that of the average of 

* See evidence of Messrs. Ellman, Sturge, Sandars, Ruding, 
and Cramp, before the Committee of the House of Commons or 
agricultural distress, in 1836. 
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the three preceding years, besides a diminution of 
the breadth of land sown with wheat. But still 
the stock remaining at the harvest of 1837 (al- 
though considerably reduced, compared with the 
stock at the harvest of 1886), was, according to 
all the most generally received computations, equal 
to several weeks' consumption beyond the time 
when the new crop appeared in the markets. 


Section 2. — Character of the Season ‘in 1 838. — 
Prices and estimated Produce of Wheat. 

The harvest of 1837 was the last in a series of 
six successive seasons in which the produce of the 
wheat had fully sufficed for the consumption of 
the kingdom, without any aid from foreign supply, 
beyond two comparatively insignificant quantities, 
entered for home consumption, viz., in 1832, and 
again in September, 1837- With reference to the 
admission of this last-mentioned quantity, I had 
>ccasion, in the former part of this Work, to make 
the following remark : — “ It is to be observed 
that this admission of foreign wheat did not occur 
till a great part of the harvest had been secured ; 
it was not, therefore, wanted, unless in as far as 
the yield of the last crop may. ; be found insufficient 
to meet the demands upon it till next harvest.” * 
This was written at the close of 1837, when 
opinions were still a good deal unsettled as to the 
productiveness of the wheat crop of that year j 
there having been no reports of districts presenting 
such abundance of acreable produce as in some of 
the immediately preceding seasons, but neither 
were there any instances mentioned of marked 
deficiency. It was only as approaches were made 


Vol. II. p. 262. 
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to the ensuing harvest that general experience, on 
threshing out, tended to prove that the crop through- 
out had not been equal in produce to the least 
productive of the five preceding seasons. This 
comparative deficiency of yield per acre, while 
perhaps the breadth of cultivation had not been 
restored to that from which it had been reduced 
at the close of 1835, at the same time that an 
unusual rate, of consumption had absorbed the 
super-abundance of former seasons, brought the 
old stock that met the harvest of 1838 (which, 
however, was a late one) into a smaller compass 
than had been known for several years past. But, 
low as the stock of old wheat was at the harvest 
of 1838, yet, considering that that harvest was 
later, by at least a fortnight, than usual, and that 
no foreign corn was entered for home consump- 
tion till the middle of September, the evidence 
was complete that there had been sufficient fully 
to meet the consumption. And if the season of 
1838, from its outset to the ordinary time of har- 
vest, had been propitious, there would in all pro- 
bability have been no rise, perhaps even a fall, 
of prices, as long as the prospects were favour- 
able ; the further course of prices being deter- 
mined by what might be estimated as the result of 
that harvest. 

But the winter, which till the second week of 
January, 1838, had been open and mild, then 
suddenly assumed a character of extraordinary 
rigour. The frost began on the 6th January, 
and on the 20th became extremely severe ; Fah- 
renheit's thermometer indicating in the neigh- 
bourhood of London so low a degree as 5 below 
zero. A considerable severity of cold continued, 
with only occasional and short intermissions, 
through the greater part of February; and th»i 
whole of the spring season following was cold, 
raw, and backward. The extreme severity of the 
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frost in January gaye rise to apprehension of in- 
jury to the wheats in the ground, more especially 
as there was no covering of snow to protect the 
plant* These apprehensions were proved by the 
event to be but too well founded. Still, notwith- 
standing that the Bank of England and the country 
circulation were increasing, and the money market 
was in so easy a state, or in other words, such were 
the facilities of borrowing money at a very low rate 
of interest , as to afford the utmost scope to specula- 
tion, if the tendency to it had existed , the advance 
of prices was slow, and hardly commensurate with 
the unfavourable appearances and reports. Thus 
the average prices of wheat, which in each of the 
months of December and January had been about 
53s., advanced in February to 55s. 3d., and in 
March to ,56s. 6d. ; still, however, being lower 
1 ban they had been in February and March, 1 887, 
when, as may be yet in recollection, the money 
market was in a state of extreme restriction, and 
rredit was very much deranged. 

The wheat plant is fortunately a very hardy one ; 
and there have been seasons when, in consequence 
of severe frosts in winter, there were reports of 
serious injury to the growing crops, which, how- 
ever, by subsequent more genial weather, recovered 
from the injurious effects. In some instances, such 
was said to be the case with the wheats which had 
suffered from the frosts of January, 1838 ; while, 
in other instances, they never recovered at all, or 
only partially. There were at the same tune dis- 
tricts in which, from difference of soil and exposure, 
little or no injury had been sustained $ and, as may 
be seen by reference to contemporary reports, there 
was no confident anticipation of decided deficiency 
of produce. The spring, as usual, and I rather 
think as is invariably the case after winters of 
great severity of frost, was ungenial, and there 
were frosts in May, which gave rise to renewed 
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apprehensions, and to a consequent further, but 
still moderate, advance of price. As the season 
advanced, the weather continued its character of 
unpropitiousness ; there were cold rains, and in 
northerly exposures, frosts, at the critical period of 
the blooming. There was here, doubtless, suffi- 
cient ground for a further rise of price, and ad- 
ditional grounds were afforded, both by the in- 
creasing certainty of a great reduction of stock, 
and by the prospect of the harvest being much 
later than usual, and thus entailing an extra call 
upon the existing low stock. So little, however, 
was there of the spirit of speculation at that time 
in the corn market, that while free wheat was ad- 
vancing very slowly, there was absolutely a retro- 
grade movement in the prices of bonded wheat in 
the early part of the summer of 1838. The preva- 
lence of caution in the corn market at that time 
is the more especially to be remarked, because the 
rise of the prices of free wheat, reluctant and hardly 
adequate as it was to the prospect of scarcity, while 
bonded wheat, upon which speculation usually 
turns, had been retrograding, was actually, in some 
of the publications of the period, ascribed to the 
influence of the bank circulation, which appeared 
by the returns just then published to have been 
enlarged. 

The weather in July, although deficient in the 
proportion of bright sun and high temperature 
that had characterised the month in the preced- 
ing years, which have been described as sunny 
seasons, was not considered unfavourable to the 
growing crops, and the markets, in consequence, 
were for the most part stationary during the greater 
part of that month, at about (>8.?. Towards th : 
close of July, as the lateness of the harvest becam : 
a matter of certainty, and the low state of the 
stock was now manifest, while fears at the same 
time were becoming prevalent of a general de- 
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ficiency of the wheat crops, a decided advance took 
place ; the average price, which in the week end- 
ing July 20., 18S8, was 68$. 2 d., reached in the 
week ending August 24., 77$. And although the 
markets declined trom that time for some weeks, 
the aggregate averages by which the duty is re- 
gulated attained, by the 13th September, to 73$., 
reducing the duty to 1 $. ; at which rate the whole 
quantity then in bond, about 1,500,000 quarters, 
was entered for home consumption. 

After the third week in August, the markets 
experienced a temporary decline of upwards of 15$. 
per quarter: the average of the week ending 21st 
September having fallen to 61$. 10c?. ; and the duty 
rose in October to 22$. 8c?. This decline of prices 
is easily accounted for. The large admission on a 
sudden of so large a quantity of foreign wheat and 
flour, some of which had been long in bond, and 
held by persons whose patience and power of hold- 
ing were nearly exhausted, naturally caused an 
immediate pressure of sellers. The home crops 
of wheat within the whole, or nearly the whole, 
of the southern division of the kingdom, namely, 
south of the Severn on one side, and of the Tnames 
on the other, had been secured, if not in the best 
condition, without any material injury in the har- 
vesting : for the weather during August, although 
unsettled, was not in the southern and home dis- 
tricts attended with heavy or continued rains. 
And the deficiency, on the threshing of the quan- 
tities earliest brought to market, had been found 
to be rather within than beyond the previous 
reports. Those, moreover, of the farmers whose 
crops had been secured in tolerable order, and 
were not so deficient as they had apprehended, 
were naturally anxious to realise prices so much 
higher than they had for some years past been 
accustomed to. These considerations are sufficient 
to explain the temporary reaction of the markets 
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in September. But the weather in the latter part 
of August, and through a great part of September, 
was very rainy, more especially in the northern 
division of the "kingdom, where the crops being more 
backward, were exposed to greater injury from 
the inclemency of the season during the height 
of their harvest. Besides the injury in the har- 
vesting, the crops of wheat in the midland and 
northern districts were ascertained to be deficient 
from previous injury in a greater degree than had 
been found to be the case in the southern. These 
circumstances occasioned a rally of the markets, 
which renewed their tendency upwards, and con- 
tinued it through the remainder of the year ; the 
weekly average reaching 78s. 4<d. by the end of 
December, and attaining its greatest height, viz. 
81$. 6(/., in the second week of January, 1839. 

That the wheat crop of the harvest of 1838 was 
greatly deficient has been placed beyond all doubt 
by very sufficient proof. The several surveys which 
were instituted, the information derived from farm- 
ers of the comparative produce per acre from 
particular fields and districts, and the absorption 
of an unprecedented foreign supply, which, large as 
were the quantities suddenly admitted to home 
consumption at the lowest duly, went into con- 
sumption nearly as fast as they could be delivered, 
all tended to realise and surpass the worst fore- 
bodings to which the unfavourable appearances of 
the plant,' and the unpropitious character of the 
weather had given rise. It proved to be the most 
deficient crop of any since 1816. The degree of 
deficiency, owing to the want of statistical returns, 
does not admit of being ascertained, or even esti- 
mated, with any near approach to accuracy ; and 
the difficulty which usually attends all endeavours 
to obtain any clear result of the produce of the 
kingdom was greater in the case of 1 838 ; because 
the inequality of the produce, according to the soil. 
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and tire exposure, and the climate, existed in a. 
most extraordinary degree. In some parts -of the 
southern division of the kingdom, the produce was 
stated to be not more than one tenth deficient, 
compared with the three preceding years ; while 
in the western, and midland, and northern, there 
were considerable districts in which the deficiency 
was reported to be more than one half. 

According to the best materials for conjecture 
that I have been able to collect, taking the whole 
island, it is thought not to be an exaggerated esti- 
mate to set down the aggregate deficiency at one 
fourth, including of course the difference of yield in 
flour. And if the comparison were made with the 
three years 1832-3-4, it would probably not be less 
than one third, inasmuch as, independently of the 
ncreable produce of 1837 not having been equal to 
that of former years, there is no doubt that the 
breadth sown with wheat after the harvest of 1835 
was diminished ; such diminution having been pro- 
bably not less than one twentieth, and not more 
than one tenth — more nearly, however, the former 
than the latter. 

As every part of the ground for estimate of 
the suppl) is vague, so likewise is that for an 
estimate of the rate of consumption. The average 
consumption of wheat as food for man, and con- 
sequently excluding the extra consumption of 
it for cattle and other purposes, in 1834-35, has 
been variously estimated by some as high as 8 
bushels per head of the population, while by others 
it has been thought to be more nearly G bushels. 
This last, which appears to me the most reasonable 
computation, would, for the present estimated popu- 
lation of Britain, (being, if the ratio of increase tas 
continued since 1831, about 18 millions of souls,) 
at 6 bushels each, be 13,500,000 quarters, w’hich, 
with the quantity requisite for seed, would make 
the aggregate produce required for consumption 
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as food and seed about 15,000,000 of quarters, 
Tather perhaps more than less. The produce of 
1835-^6-7 having been, by the excess of the two 
former seasons, against a bare average in 1837, 
probably an aggregate average of 16,000,000 of 
quarters, the deficiency of 1838, if taken in com- 
parison with those three years, and estimated as 
one fourth less, would be 4 millions of quarters, 
and if taken with reference to the mere neceissary 
consumption, would leave a deficiency of somewhat 
about 3 millions of quarters, as the minimum to be 
made up by foreign supply. 

This view seems to be borne out in some degree 
by subsequent facts, as will be seen by the farther 
course of the corn markets in 1839. In the mean 
time, I would only remark upon the enormous 
variation between seasons in point of productive- 
ness, as instanced in the harvests of 1834 and 
1838. 

There is reason to believe, from the surveys at 
the time, from concurrent testimony of farmers, 
and from the large quantities of the wheat of 
1831< which were in the markets during the two 
or three following years, notwithstanding the extra 
consumption, (not only as may be supposed by 
the population being in the fullest employ at 
good wages, but for cattle-feeding and other un- 
usual purposes,) that the produce of that crop was 
more nearly a third than a quarter, that is, more 
nearly 5 millions than between 3 and 4 millions of 
quarters, above an ordinary crop. The difference, 
therefore, between the crops of 1834 and 1838 
must have been something, like 7 to 8 millions of 
quarters. 
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Sections. — Character qf the Season qf 1839.— • 
Prices and estimated Produce qf Wheat. 

The weather in January, 1839. and in the remain* 
ing winter months, was not characterised hy any 
thing like the severity of the corresponding season 
in 1838. This was so far fortunate, because what- 
ever may be thought of the effects of severe winters 
on the crops in the ground (and I believe that they 
are generally injurious), there can be no doubt that 
they have tne effect of increasing the consumption 
of dry food, if only as provender for cattle ; and 
thus directly or indirectly affecting the price of 
wheat. But the spring of 1839 was equally back- 
ward ; and in May, more especially about the 
middle- of that month, the weather was extremely 
inclement for the season : snow fell, even in the 
neighbourhood of London, and several nights were, 
marked with an extraordinary degree of frost This 
character of the season led to some apprehension 
that injury might be sustained from it by the wheat 
crops. 

Partly from this cause, and partly from the in- 
creasing impression of the low state of the stocks 
of wheat in the country, which rendered the pro- 
spect of the growing crops a matter of peculiar 
interest, the markets generally exhibited a con- 
siderable degree of firmness. But although the 
weather in .June was unsettled and cold, and by no 
means favourable to the blooming process, yet as 
the season advanced, and no opinion decidedly 
adverse to the crops admitted of being formed, 
while at the same time, as harvest approached, it 
became manifest that the stock on hand, with the 
liberated foreign supply, would prove adequate to 
the consumption, the average price declined ; the 
Gazette average being for the week ending July 5., 
67 s. 10 d . } a fall of 13$. 8 d. per quarter from the 
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weekly average in January preceding ; and the 
duty on the six weeks’ average was 16*\ 8 d. Imme- 
diately previous to this rise of the duty, all the 
wheat then in bond was entered for consumption. 
The whole quantity entered, from September, 1838, 
to July 5., 1839, was about 3,300,000 quarters. 

Reports then became prevalent that as the wheats 
were ripening they exhibited appearances of injury 
from previous weather ; therefore, although the 
first fortnight of July was not unfavourable to the 
progress of the crops, the markets were slightly 
advancing. But the latter part of July and the 
whole of August were attended with very un- 
settled, and upon the whole, unpropitious weather. 
Frequent rains occurred, sometimes heavy, and 
accompanied mostly by a low temperature, which, 
although it counteracted in i considerable degree 
the tendency to sprouting, yet retarded the ripen- 
ing and otherwise injured the condition and the 
yield. Under these circumstances, the markets 
advanced: the weekly average ending August 16. 
reached 7 2s. 3d., and the aggregate average of the 
six weeksending September 6. was 71a. 8c?. , making 
the duty 6s. 3d. At this rate the duty continued 
till October 4., when it rose to 10s. 3d Imme- 
diately previous to this rise of the duty, the whole 
of the wheat and flour then in bond, about 800,000 
quarters, was entered for home consumption. 

The average prices fell after this time ; but only 
to 67 s. and 66s. , so as to make the duty vibrating 
from 18s. 3d. to 20s. 3d. during the remainder of 
1839. This recession, however, of the averages, 
and the consequently high and prohibitory duty, 
has not been the effect of a more favourable esti- 
mate of the crop than had, at the time of harvest, 
prevailed, when the average price rallied to 71s. 3d. 
The fall of the average has been principally in conse- 
quence of the extreme inferiority of the condition 
of the wheats of the last crop \ so that, while in 

vor,. in 
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fact there is an increased want of good dry foreign 
wheat to make that of our own growth fit for being 
made into wholesome and palatable bread, it is 
excluded by the operation of our most impolitic 
and absurd law. 

Of the general produce of the wheat crop of 
1839» the estimate of the best informed persons 
with whom I have communicated on the subject 
is, that in the southern district it is, although some- 
what heavier in straw, inferior in number of grains 
and in weight to last year, while in the midland it 
is heavier in straw and with more ears, but lighter 
than last year, making the aggregate of the two 
districts as nearly as may be equal ; but its general 
condition this year is inferior. In the northern 
division of this island, and more especially in Scot- 
land, the crop is better, both in bulk and in yield, 
than last year; but, on the other hand, in Ireland 
it is worse ; and apprehensions have been expressed 
by persons well informed as to the corn trade of that 
part of the kingdom, that instead of a clear import, 
as of late years, from thence, we may receive about 
‘200,000 to 300,000 quarters of their very inferior 
produce, while an import into Ireland of 300,000 
to 500,000 quarters of foreign may be required. 

In the estimate of the produce of the wheat crop 
of 1839 is to be included whatever may be con- 
sidered as an adequate allowance for an increased 
breadth sown in the autumn of 1838 — restoring 
probably the proportions between wheat and bar- 
ley and oats, a3 they existed previous to the autumn 
of 1835. What this increased breadth for the 
crop of 1839 has been is matter of considerable 
uncertainty ; but on the same grounds as applied 
to the converse in 1835, I have reason to believe 
that the difference would be from one twentieth 
to one tenth ; and an allowance of about one mil- 
lion of quarters would probably not be wide of the 
mark. 
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Estimating, as it appears to me there are fair 
grounds for doing, the crop of 1839 at about 
the same acreable produce as that of 1888, (on 
the supposition that the better crops in the north 
of Britain may be set against the much worse crops 
in Ireland,) with an addition of about one million 
of quarters for increased number of acres, there 
would, according to the computation which I have 
made in the case of 18 38, be a deficiency, as re- 
gards the mere crop of 1839, of about 2 millions of 
quarters from the quantity necessary for consump- 
tion till the harvest of 1840. But it should seem, 
according to the general impression, that there 
vas rather more wheat in the farmers’ hands at the 
harvest of 1839 than there had been in 1838 ; and 
there has also been a portion, not less, probably, 
than 1,500,000 quarters, of the foreign supply ad- 
mitted to entry, applicable in aid of our own 
growth, between the last and the ensuing harvest.* 

These computations of quantity are only conjec- 
tural ; and I offer them not as possessing the slightest 
authority, but merely as giving a more definite 
and tangible form to the impression which I would 
convey of my own conclusions, from a comparison 
of the different accounts 1 have met with, than 
could be derived from mere general expressions 
regarding comparative produce. 

According to this view, if there were nothing 
in the character of the seedtime, and of the fur- 
ther progress of the season to give ground for 
apprehensions as regards the next harvest, and 
more especially, if that should prove to t>e an early 
one, it would be perfectly within fair calculation, 
that the existing stock might be eked out without 
the addition of any further foreign supply than 
such as might, from the apprehension of the holders 

• For the total quantity of wheat and wheat flour entered 
for home consumption, from July 5. 1838, to January 5. 1840, 
see Appendix. 
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of a still higher duty, be entered at about the present 
rate, which would be otherwise prohibitory. But 
the extraordinary wetness of the last autumn and of 
part of the winter, which has occasioned a vast 
breadth of the wheat lands to remain unsown till an 
unusually late period j the greater precariousness, 
therefore, of the crop, and the more importance, 
consequently, attaching to any appearances of 
backwardness or inclemency of the spring, may be 
expected to operate powerfully on opinion ; thus 
causing what would be called speculation, (which, 
if there should happen to be any enlargement of 
the circulation or reduction of the rate of interest, 
would be said to be caused by the Bank or the 
Currency,) and such a consequent fall of the duty 
as might admit a considerable further foreign sup- 
ply. This, however, is all in the regions of con- 
jectural anticipation ; my present purpose being 
to give the best record and explanation in my 
power of prices and the causes of them in these 
two years, which will be memorable in the corn 
trade. 


Section 4. — Relative Prices of Wheat and Barley. 

In the account which, in treating of the prices 
of agricultural pioduce, I had occasion to give of 
the state of the corn ma-kets during the fall in 
the value of wheat after the abundant crops of that 
grain in the four successively favourable seasons 
ending in 1835, i> was observed that the relatively 
high prices of barley and oats, and of other descrip- 
tions of grain and of pulse, had operated >n causing 
a greatl) increased consumption of wheat, as a 
substitute for these on the one hand, and on the 
other hand a considerable diminution of the breadth 
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of land sown with wheat in the autumn and winter 
of 1835-36. The land so withdrawn from the 
cultivation of wheat was appropriated to the growth 
of barley and other corn and grain, which were 
comparatively high. It was in consequence partly 
of the notoriety of the extra consumption of wheat 
while there was a diminished cultivation of it, as 
was stated by several of the witnesses before the 
agricultural committees of the Lords and Commons 
in the spring of 1836, that the price of wheat 
advanced : and the combined effect of the seasons 
and of the varying extent of consumption and cul- 
tivation, as between wheat and barley, was naturally 
to alter their relative prices. The average prices 


for the year 


S. 

d. 

1835 - Wheat 

- 

- 39 

4 

Barley 

- 

- 29 

11 

Oats 

- 

- 22 

0 

1838 - Wheat 

- 

- G4> 

7 

Barley 

- 

- 31 

5 

Oats 

- 

- 22 

5 


In consequence of this great alteration of the re- 
lative prices, the case, as regards consumption and 
cultivation, has been reversed. There is no doubt 
that in the course of last year a great deal of barley, 
which would otherwise have been used for malting 
and distilling, was manufactured into flour, entering 
largely into consumption as bread, at the same 
time that in the autumn and winter of 1838-39 
there was, if not earlier, a restoration of the full 
proportion of wheat under cultivation, that had 
formerly been withdrawn, and possibly a further 
quantity of land appropriated to wheat, at the ex- 
pense of other grain or pulse. 

Having passed in review the chief variations 
in the prices of corn, principally those of wheat, 
with a description of the seasons as affecting 
the home growth, and with an account of the 
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quantities of foreign wheat entered for home con- 
sumption during the same interval, I shall proceed 
to examine the degree of influence to be ascribed 
to the corn laws. How far variations in the value 
of the currency have been connected with the 
prices of corn in that interval, in the relation of 
cause and effect, has been incidentally noticed 
in the preceding chapter, and will be further con- 
sidered when the state of the circulation comes 
to be examined in the concluding part of this 
Work. 


Section 5. — Influence of the Corn Laws on 

Prices. 

It would be foreign to the immediate purpose 
of this work to enter into an examination of the 
general question of the policy of the corn laws ; 
and even if it were necessary to form a part of 
the present inquiry, I should despair of being 
able to add arguments that could be deemed to be 
new, or to add any force to those which have been 
in the recent discussions, both in and out of par- 
liament, urged so incontrovertibly, in my opinion, 
against those laws, on grounds of justice and of an 
enlightened and enlarged view of the public in- 
terests. But inasmuch as the corn laws have, 
during the last two years, formed a very striking 
feature in the corn trade, it cannot be considered 
as irrelevant to an inquiry into the circumstances 
affecting the markets for agricultural produce, to 
enter into the question how far the operation pf 
the present scale of duty on the importation of 
foreign corn has exercised, and is calculated to 
exercise, an important influence on prices? 

After the disastrous experience of the signal 
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failure of the corn law of 1815 in securing any 
one of the objects proposed by the promoters and 
supporters of it, and after the necessity had arisen 
for several relaxations of it by partial admissions 
under orders in councils in 1825 and 1826, and 
under a special act in 1 827, the law of 1828, which 
has ever since continued in force, was passed. 
Among other of the professed objects of this, as 
of the former law, were, — 

First — The securing to the farmer a constantly 
remunerating price (the estimate of which was 
now reduced to 8s. instead of 10s. the bushel); 
and more especially, — 

Secondly — To prevent, by the ingenious device 
of what is called the sliding scale, any considerable 
degree of fluctuation in the price of corn. 

How far the first of these purposes was attained 
may be judged of from the circumstance that, in 
1880, 1833, and 1836, there were complaints and 
lamentations of agricultural distress, loud enough 
to call forth special notice in the speeches from 
the throne on the meeting of parliament in each 
of those years. And that there was good cause 
for complaints and lamentations on the part of the 
farmers may readily be admitted, when it is seen 
that, instead of 6 Is. or even 60s., which they were 
taught to expect by their landlords, who had been 
instrumental in obtaining the law, (and who had 
regulated their rents accordingly, as a great con- 
cession from 80s., which had before been their 
standard,) they found that they were obliged, after 
a feverish state of high but rapidly fluctuating 
prices between 1828 and 1831, to submit to a 
nearly progressive decline, protracted through five 
successive seasons, of no less than 50 per cent, in 
the price of wheat ; viz., from 7 5s. in February, 
1831, to 36s. in January, 1836, 

Of the precise nature of the distress com- 
plained of by the agriculturists in the session 
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of parliament following the harvest of 1829, I 
have elsewhere * given an account. Of the 
complaints in 1833, the grounds are stated at 
great length in the Report of a Committee of the 
House of Commons, appointed in the spring of 
1838, with the evidence on which it professed to 
be founded ; while, of the still louder complaints 
in 1836, the evidence taken by the committees 
of both Lords and Commons, although unaccom- 
panied by reports from those committees, furnish 
still more ample details. The witnesses having 
been such as were brought forward almost ex- 
clusively by the landed interest to prove their 
case, must be considered as constituting a body 
of evidence which furnishes irrefragable proof of 
a degree of losses and suffering among the farmers 
which could hardly be exceeded if all the fore- 
bodings of the friends of the corn laws, on the 
supposition of a free trade, were to be realised 
to their fullest extent. 

The description thus given, on the authority of 
committees of the Lords and Commons, of the 
total failure of the first of these objects, namely, 
that of securing to the grower a steady remunerat- 
ing price, involves the supposition of what was 
the fact, — a very great decline of price com- 
pared with that rate during a considerable interval 
of the period under consideration. But it affords 
no adequate idea of the degree in which another 
and, in the declared opinion of some of the pro- 
moters of the bill of 1828, the more important 
object of the measure, has signally failed of its 
purpose. 

Of the great evils attending fluctuations in 
price, and of the importance, consequently, of 
securing as much steadiness as possible, the com- 
mittee of the House of Commons on agriculture. 


* VoJ. I L p. 198, 
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in 1833, have expressed themselves in the fol- 
lowing terms : — 

“ Fluctuations of price, whether they arise from 
“ alteration in the value of money or from changes 
“ of the corn laws, cannot fail to produce evils in 
“ every branch of rural economy, which, inde- 
“ pendently of these disturbing causes, must ever 
“ remain exposed to grievous vicissitudes from the 
“ uncertainty of seasons. These artificial fluctua- 
“ tions, however, only aggravate the natural evil : 
“ they render the income of the landlord preca- 
“ rious, the fixed rent of the farmer a hazardous 
“ speculation, and the wages of the labourer an 
“ uncertain remuneration. 

“ Steadiness of price, which is conducive to 
“ settled habits, and forms the basis of all fixed 
“ engagements, is the primary object never again 
“ to be overlooked.” 

The Report then proceeds to add, — “ And your 
“ committee cannot fail to remark, that there has 
“ been, coincident with the present system of corn 
“ laws, a steadiness in the price of corn of which 
“ there has been rarely, if ever, an experience in 
“ any former period of equal duration ; and as, 
“ during the same period, there has been a very con- 
“ siderable difference in seasons, and in the actual 
“ amount of corn produced, it is but just to ascribe 
“ to the present system a great degree of that steadi- 
“ ness of price which has unquestionablyprevailed.” 

It is not easy to conceive reasoning more 
illogical, and proceeding on a more imperfect 
analogy, and drawing a general conclusion from a 
narrower induction and more incorrect assumption 
of facts, than is contained in the above passage. 

The committee, in corroboration of their position 
as to the steadiness of the prices of wheat in the 
five years immediately following the enactment of 
the present law, refer to a table which they insert, 
dividing the whole time between 1797 and 1833 
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into terms of five years each. — “ Figures,” they 
then add, “ establish the assertion, resting on the 
“ concurrent testimony of the most experienced wit- 
“ nesses, that the price of wheat for the last five 
“ years, under the present corn law, has been more 
cc steady than for any other period of five years since 
“ 1797* beyond which time no official returns of 
u accuracy can be produced.” 

The reason stated in the concluding part of this 
passage, for confining the comparative table to a 
period not antecedent to 1797> namely, that no 
official returns of accuracy can be produced beyond 
that time, is insufficient. 

The returns of the Windsor market, upon which 
the Eton tables are constructed, supply quotations 
sufficiently accurate for the purpose. I have 
noticed in the foregoing part of this work *, the 
striking proofs adduced by C. Smith, the author 
of the well-known Corn tracts published in the 
middle of the last century, of the degree in which 
those Windsor prices are to be relied upon. And 
from these it would appear that there are several 
instances of a steadiness of price much beyond 
that of the period here in question. But if it 
were otherwise, the fact would not be of great 
value, since, during the whole period, we have 
been under an artificial system, the machinery of 
which, objectionable, as it doubtless may be con- 
sidered, was less so as regarded liability to causing 
fluctuation of prices than that of the existing sys- 
tem ; and might, in some points of view, be looked 
upon as mitigating, instead of aggravating, the ten- 
dency to such fluctuation. 

Allowing, then, (for the point is not worth dis- 
puting for the present purpose, although much 
stress is laid upon it by the committee,) that there 
exist no returns of* accuracy anterior to 1797; the 
committee had still to make out reasonable grounds 

Vol. I. p. 39. 
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of analogy, not only as to vicissitudes of the seasons, 
but as to the state of external politics, and of in- 
ternal restriction, not to mention what the com- 
mittee, with most exemplary inconsistency, notice 
as a great cause of variation in prices ; namely, 
alterations in the state of the currency, which could 
bring any one of the periods of five years from 
1797 to 1828 within the same category as that of 
1828 to 1882. In these last five years was there 
any thing like the scarcity from the seasons of 
1799-1800, when foreign supplies were subject to 
war freights ; but which was succeeded imme- 
diately by the abundant crops and peace charges 
of importation of 1802? Or, again, the deficient 
crops from 1808 to 1812, during one part of which 
period a foreign supply was obtained, but subject to 
freights and insurances, amounting to between 405. 
and 505. per quarter, and during the two latter 
years of which, we could obtain no foreign supply 
whatever, succeeded by greatly increased home 
growth, and large importations at reduced charges 
froml813 tol815? With regard again to the period 
following 1815, were the committee not aware of 
the existence of a corn law which prohibited im- 
portation up to 8O5., and which insured a great 
range of fluctuation? — not to mention the effects 
of the desolating character of the season of 181b 
throughout Europe, which has since had no par- 
allel. How then was it possible that a majority 
of the committee should have concurred in a report 
which set up such a monstrous attempt at analogy 
as aground for acquiescing in the conclusion which 
it was proposed to establish?* 

It is stated in the Report, that the assertion of 
steadiness rested on the concurrent testimony of 

• If the committee had simply stated that the corn law f 
1828 had produced less fluctuation, and was less likely to pr - 
duce it than the law of 1815, there would have been no grow d 
for denying the assertion. 
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the most experienced witnesses. The first of the 
witnesses, and certainly one of the most experienced 
that were examined on this point, was Mr. Jacob, 
who delivered into the committee “ an account 
“ showing the highest and lowest prices of wheat in 
“ each of the last 20 years (1813 to 1832), and the 
“ rate of fluctuation taken in periods of three years.” 
And his examination, with reference to this account, 
was as follows : — 

“ Admitting that the fluctuation has not been 
“ so great in the latter as in the former periods, 
“ do you conceive that is solely attributable to the 
“ state of the law? — I am not sure, two things 
“ happening together are not necessarily cause and 
“ effect. 

“ Is it not the case that the seasons since 1828 
“ have been all deficient, and pretty nearly equally 
“so? — No; the year 1828 was certainly defi- 
“ cient ; the year 1829 was deficient about its 
“average; the year 1830 about the same; the 
“ year 1831 the same ; 1832 would have been 
“ deficient, but that the harvest happened one 
“ month earlier than usual. 

“ You are aware that just previous to the har- 
“ vest of 1831, there was a very large admission 
“ of foreign corn into the market ? — Yes. 

“ Supposing the harvest of 1830, instead of 
“ being deficient, had been an abundant harvest, 
“ would not a large admission of foreign corn into 
“ the market just before have interfered with the 
“ character of steadiness you have given to the 
“ latter period, in a degree which would have 
“ been important? — Yes, I think it would to a 
“ great degree.” 

1 have introduced this extract from the evidence, 
for the purpose of showing from the questions that 
there were members of the committee who were 
aware of the real explanation of the comparative 
steadiness of the prices in the period in ques- 
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tion. The steadiness may be distinctly accounted 
for by a very great and, as far as my means of 
observation and research have extended, a very 
unusual similarity in the seasons (which is ad- 
mitted by Mr. Jacob, in his answer to the ques- 
tion on that point, although he begins with a 
negative), and in the actual amount of corn pro- 
duced in 1828, 1829, 1830, and 1831. 

If, therefore, the committee had, with reference 
to the tendency of the law of 1828 to cause fluc- 
tuations, stated the facts, and drawn the conclu- 
sion correctly, they might simply have given the 
converse of their propositions thus : — 

“ There have been several equal periods anterior 
“to 1797 exhibiting a greater degree of steadiness 
“ than that which occurred in the five years 1828 to 
“ 1832. And as the circumstances from 1797 to 
“ 1828 bear no analogy to those of the five years 
“ alluded to ; as moreover, during these five years, 
“ there has been a much less difference in seasons 
“ and in the actual amount of corn produced than in 
“ any equal term of five years since 1797* there is 
“ no ground whatever for ascribing to the present sys- 
“ tem any part of that steadiness which apparently 
“ prevailed in the Jive years 1828 to 1832.” 

But nowithstanding the comparative steadiness of 
the annual averages, there was a very great degree 
of unsteadiness in the variations within the several 
years, from 1828 to 1832, and of inconvenience to 
farmers, dealers, and merchants, from the time and 
manner in which the foreign supplies were admitted. 
They came in by jerks in large quantities at once, 
not according to the immediate wants for consump- 
tion, but according to the perpetually varying duty, 
and according to the opinion among the importers 
of the probability of a rise or a fall of the averages. 
I could state, in detail and upon the unquestionable 
authority of intelligent farmers and dealers, how 
sudden and unexpected was occasionally the change. 
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and how much they were perplexed, by the disturb- 
ing causes hence arising, how to act, those of them 
at least who were not under the influence of unde- 
viating routine, — in sending theirsupplies to market. 
But such details would be tedious, and so far super- 
fluous, inasmuch as to most readers it must be ob- 
vious that supplies of such magnitude coming into 
the market in so irregular a manner could not fail of 
being most perplexing to the farmers who depended 
upon those same markets ; and that, in point of 
fact, the fluctuations, although not very marked in 
actual quotation, were much more perplexing and 
distressing than they could have been in an unre- 
strained state of the corn trade. 

It might seem that too large a portion of this 
inquiry has been allotted to the discussion of the 
point which has thus been dismissed ; but the fact 
of that apparent equableness or absence of fluctua- 
tion in the period alluded to, is a most important 
feature in the table of prices, especially if the yearly 
averages only are taken ; and although I noticed 
and explained it in the former part of this work *, 
I did so in a more brief and cursory manner than 
I should have done if the corn laws had then 
been a subject of any public interest j and I have 
been induced thus again to enter upon the ex- 
planation more at large, because that particular 
instance of steadiness of price has been chosen as 
one of the strong places, if not the strongest, which 
has been taken up in defence of the corn laws. 

The state of prices, from the harvest of 1832 
to the present time, has been a sad stumbling block 
in the way of the advocates of the corn laws, who 
contend for the beneficial operation of the present 
system. The experience of this interval, instead of 
furnishing them, as in the case of 1828 to 1832, 
with a prima facie case for praise of the law as in- 
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suring steadiness of price, has reduced them to 
more humble but still untenable grounds of defence. 
These are, — 

1. That the fluctuations, although undeniably 
great and very distressing, are not more so than 
some that have occurred in the experience of for. 
mer times. 

2. That the corn law has worked well, inasmuch 
as when the market was exceedingly depressed the 
home grower was secured against a foreign supply, 
and when prices rose to the rate which indicated 
deficiency of our home growth, a foreign supply of 
unprecedented extent has been admitted at a very 
low duty. 

3. That all agricultural produce is necessarily 
liable to fluctuations of price, from vicissitudes of 
the seasons, and other causes, independently of the 
corn laws, and that several other articles of raw pro- 
duce, although not under restriction, have fluctuated 
more than corn. 

These pleas in favour of the corn laws, although, 
perhaps, more properly in mitigation of the obvious 
objections to their operation, than in support of an 
opinion of their beneficial effects, admit of the fol 
lowing answers : — 

1. There is no experience of an unrestricted 
trade in corn in the last two centuries, so as to 
admit of comparison between the recent fluctua- 
tions and those in any former equal period, and 
thus to form grounds of inference as to what would, 
under circumstances in other respects similar, have 
been the fluctuations in a perfectly unrestricted 
state of the trade. But both from analogy and 
from a reference to the working of the law, it is 
perfectly clear that the fluctuations could not have 
been greater, would most probably have been on a 
smaller scale, and would most certainly not have 
been attended with such disturbance in the direction 
of commercial capital and credit. 
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2. With regard to the assertion of the corn law 
having worked well, it remains for the advocates 
of the measure to reconcile this assertion with the 
facts ; viz., that under its operation the farmer had 
to sustain a progressive fall in the price, through 
no less than five successive years, from 7 5s. till it 
got down to S6 j. for the imperial, or 84-5. lid. for 
the Winchester quarter; a continuance and degree 
of declining markets, accompanied by great distress 
and loud complaints on the part of the farmer, 
being a state of things which it is not easy to con- 
ceive admitted of aggravation by a perfectly free 
trade in corn ; while, on the other hand, upon the 
occurrence of the first season following, of marked 
denciency, the public was prevented from obtain- 
ing relief by the admission, for consumption, of 
an) r foreign wheat to make up for the deficiency, 
until (the weekly average having reached 77*. in 
August) the aggregate averages of the six weeks 
had attained in September 7 3s.2d., when, suddenly, 
in the single week 1,513,113 quarters of wheat 
and wheat-meal were -liberated at the low duty of 
one shilling the quarter. 

This sudden admission of so enormous a 
quantity of foreign corn had the effect, notwith- 
standing the ascertained deficiency of our own 
growth, of depressing the markets, insomuch that 
the average price, which, on the 24-th of August 
had been T7s., declined within the following four 
weeks to 61$. 10 d . ; so that, whereas the previous 
rise to 77 which had been grievously felt in the 
price of bread by the working classes, and was for 
the benefit only of the wealthier farmers who had 
been enabled to hold their stocks of the crop of 
1837 to the last ; the subsequent fall was to the 
detriment of the numerous class of small farmers, 
who having, by that time, got in their crops in all 
the division of the island south of the Humber, 
were threshing out and, as usual, bringing the 
earliest supplies to market. 
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At the same time a great deal of the commercial 
capital was diverted from its usual channels, for 
the purpose of supplying funds, immediately avail- 
able, for transmission to every corner of the globe 
from whence corn, however unsuitable it might be 
in point of quality, could be obtained. And in- 
dependently of the inconvenience inevitably at- 
tendant upon the diversion of so large an amount 
of capital from its ordinary direction, is the evil 
of disturbance of the circulation by the great drain 
of bullion entailed by so sudden and extensive a 
transmission of funds abroad. 

On the occasion, too, of a prospect of the 
opening of our ports at the low duty, such is the 
suddenness and extent of demand for shipping, that 
not only are vessels very unsuitable for corn car- 
goes engaged, but a deficiency of tonnage is ex- 
perienced, to the inconvenience of other branches of 
trade. The shipowners, indeed, are gainers by the 
great rise of freights, and of the value of shipping 
on such occasions ; and the shipping interest is, 
at such periods, necessarily in a flourishing con- 
dition, as at present. But the mischievous working 
of the system is again felt in this very interest ; 
for no sooner are the ports again shut, than there 
is a sudden cessation of all such extra demand for 
shipping; vessels are built under the influence of 
the casual demand and high freights : hence, by 
the subsequent competition, the rate of freights 
is reduced temporarily below even its ordinary 
level ; and the shipowners, who, like the landed 
interests, consider themselves entitled to apply to 
the legislature on occasions of any considerable 
decline from a previous adventitious rise in the 
value of their property, become loud in their 
complaints of a decay of British shipping, and 
pray for additional protection, as was the case 
between 1819 and 1822 , and again in 1832 and 
1833. 
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It is perfectly true that the prices of corn are 
liable to great fluctuations from the vicissitudes of 
the seasons, and from other causes independent 
of the restrictions on importation ; it is likewise 
true, that several other articles of raw produce, 
on the importation of which there are no restric- 
tions, have experienced fluctuations as great as 
those which have occurred in the prices of corn ; 
but it is difficult to understand how these undeniable 
propositions bear upon the question of the influ- 
ence of the corn laws. 

They convey no answer to the charge against 
those laws, as operating in aggravation of the 
tendency from other causes to fluctuation of the 
prices of com; and, if in some few instances, 
other articles of raw produce have varied more 
than corn, there would be very little hesitation on 
the part of persons possessed of competent mer- 
cantile experience to give it as their opinion, in 
every individual instance, that restrictions on im- 
portation, analogous to those which apply to corn, 
would add to whatever might be the causes of 
variation inherent in and peculiar to such article. 

I am glad to be enabled to refer, in support of 
my view of the mischievous working of the ma- 
chinery of the corn laws, and of the inevitably 
great fluctuation which they entail, to a very clear 
and able exposition of the mode of their operation 
by a writer who, while from mercantile knowledge 
he is practically acquainted with the subject, is at 
the same time largely interested, as a landed pro- 
prietor, in the prosperity of agriculture, and evinces 
by the tone and temper with which his argument 
is conducted, a strong bias in favour of protection 
for the landed interest. 

*« If the present shifting scale of duty was in- 
“ tended to protect the farmer, keep the prices of 
“ corn steady, insure a supply to the consumer at 
*' a moderate price, and benefit the revenue when- 
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44 ever an imposition was required, it has signally 
44 failed. During the continuance of the corn 
44 laws the fanners have suffered the severest pri- 
44 vations. The variations in price have been ex- 
44 treme, and when a supply of foreign corn has 
44 been required for the consumption of the country, 
44 it has not reached the consumer except at a very 
44 high price, whilst but little advantage has ac- 
44 crued to the revenue. Instead of the descending 
44 scale of duty promoting a supply in proportion 
44 to the rise in the price, experience has demon- 
44 strated the contrary. The risks which persons 
44 must incur by bringing corn from abroad are 
44 inevitably great ; for should it afterwards appear 
44 that the home supply was sufficient for the wants 
44 of the country, and no advance of price conse- 
44 quently took place sufficient to compensate the 
44 importer, his loss would be considerable. When- 
44 ever, therefore, a demand for foreign corn takes 
44 place, his gain must bear some proportion to t he 
44 risk he has incurred. It is evident that the fall 
44 in the duty operates as a bounty in favour of the 
44 speculator, tempting him to keep his corn out of 
44 the market as long as possible. For this object, 
44 whenever circumstances indicate that a foreign 
44 supply will be required, and an advance in the 
44 market takes place, the speculators, without any 
44 other combination than that arising from self. 
44 interest, withhold making sales, not withstanding 
44 the rise of price may afford them a fair profit on 
44 their corn. Their gain is calculated not only 
44 on the advance in the price of the corn, but also 
44 on the yd// in the scale of the duty , and as the 
44 duty Jails in a greater ratio than the price of the 
44 corn rises , the duty operates as a bounty to with- 
44 hold sales until it reaches its highest protecting 
44 point i when the duty is also at the lowest. It is by 
44 this means that the revenue received from grain 
44 admitted for home consumption i , inconsiderable. 
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“ for com is seldom taken out of bond until the 
“ lowest rate of duty is attained. Then, again, 
“ should there be a large supply of corn taken out 
“ of bond and entered for home consumption, the 
“ average price is sure to Jail, and the duty to rise, 
“ for the speculator, having made his profit by the 
“ reduction of the duty, is less concerned about 
“ selling a few shillings per quarter higher or lower. 
“ His profit is secured by the operation of the 
“ duty, as may be seen by the following descrip- 
“ tion. Let it be supposed an opinion prevailed 
“ that a supply of foreign corn would be required 
“ for the consumption of the country, and that 
“ with this impression a purchase of corn had been 
“ made on the Continent deliverable in London 
“ at 40^. per quarter, and that it arrives here when 
“ the average price is at 66s. per quarter. The 
“ duty on wheat at 66s. being 20s. 8 d., a moderate 
“ profit might be made by selling the corn, duty 
*• paid at that price. But the impression that the 
“ supply will be required induces the speculator 
“ to hold back in the confidence, that, should the 
“ averages reach 70s., lie not only would gain 4s. 
“ by the rise in the market, but 10s. more by the 
“ diminution in the duty, making an increase of 
“ profit of 14s. Should the averages reach 71s., 
“ he gains another projit oj' 4s. in the duty with 
“ only an increase of Is. in the price, making an 
“ addition of 5s., or an increase of profit of 19s. 
“ Should the averages advance to 72s., another 
“ gain of 5s. is secured, being a rise of Is. in 
“ price, and a diminution of 4s. in duty, making 
“ his profits 24s. When the averages are at 73s., 
“ the extreme limit is attained, the duty being 
“ only Is. per quarter ; so that if an importation, 
“ were made that might be sold at or about 66s., 
“ paying a duty of 20s. 8 d., by withholding the 
“ supply until the extreme limit of 73s. be reached, 
“ a gain of 7s. not only would be made by the rise 
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“ in the averages, but also a profit of 19 s. 8d. by 
“ the reduction of the duty, making a total in- 
“ creased profit qf 26 s. 8 d. Can we wonder that 
“ in seasons of apprehended dearth the price of 
“ corn reaches the utmost limit provided by the 
“ Act, when the tendency of the fluctuating scale 
“ is, not to promote, but to withhold the supply, 
“ not to keep corn from fluctuation, but to offer a 
“ bounty for raising it to that extreme point when 
“ the merely nominal duty is imposed ? And, 
** again, can the depression in the market occasion 
“ surprise ? The corn importer, having succeeded 
“ in getting his corn admitted at a low duty, has 
“ no longer any object in keeping back the supply, 

and presses it forward for sale, which, reducing 
“ the price, raises the duty. Thus, by -the ope- 
“ ration of the double action of a rise in price and 
“ diminution in the duty, he protects himself from 
“ the admission of any corn on the same advan- 
** tageous terms that he has secured for himself. 
“ If a state of things such as above described be 
“ conceived occurring just before harvest-time, an 
“ accumulated quantity of foreign corn being ad- 
“ mitted for home consumption, you may easily 
“ suppose that the price will be affected by the 
“ supply thrown into the market, to the great 
“ injury of the British grower, who, in fact, would 
“ have to contend with a mass of foreign corn 
“ duty free, instead of having that fair protection 
“ which a better system would undoubtedly af- 
“ ford.” — Refections on the Operation of the pre- 
sent Scale of Duty on Foreign Corn. By David 
Salomons, Esq. 

But the charge against the corn law, under the 
head of causing fluctuations, is not only that it 
has aggravated, and is calculated to aggravate, 
whatever might otherwise be the tendency to vari- 
ations of price, but that, circumstanced as. this 
country has been and is, with an increasing popu- 
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lation, and with an extent and degree of cultiva- 
tion barely keeping pace with the rate of con- 
sumption, such a range of fluctuation as we have 
witnessed within these few years, namely, a fall 
to less than half, and again, a rise to more than 
double, that is, a fall of upwards of 50 per cent., 
and a rise of upwards of 100 per cent., is necessa- 
rily incident to the existing system of restriction 
on importation. This view of the extent of the 
fluctuation, inevitable under the present system, 
is founded on experience of the past, corroborated 
as the inference from that experience is by rea- 
soning, a priori, upon the probable consequences 
to be deduced from the operation of a scale of 
duties so constructed. In three memorable in- 
sl mces since when prices had been raised 

by deficiency from the seasons combined with re- 
strictions on importation, the recoil upon the re- 
storation of abundance from the combined effect 
of favourable seasons, extended and improved cul- 
tivation, and an excess of importation after the 
cessation of the scarcity, lias been attended with 
a fall of prices to less than one half. 

The high prices in 181^ were not, indeed, the 
effect of legislative restriction on importation, but 
the obstruction to foreign supplies from political 
causes, operated exactly in the same way. In 
less than four years from that time, the price 
of wheat fell to one third of what it had been ; 
namely, from* 156#. to 5 '2s. (id. And so large 
was the surplus, according to all computation, 
at the harvest of 1811), that if the season had 
turned out propitious (instead of being, as it was, 
signally adverse in this country, and still more so 
on the continent of Europe), there can be little 
doubt but that the full would not have stopped 
short of 36#. 

The subsequent rise was unquestionably aggra- 
vated by the circumstance that, as it was very 



CORN LAWS. 


37 


doubtful, till late in the autumn of 1816, whether 
the ports would open by a rise of the average of six 
weeks to 80s., there was hardly any importation 
in that year ; whereas, in the' two following years, 
1817 and 1818, when the urgency of the want was 
over, there were imported upwards of three millions 
of quarters of wheat and wheat-flour. Of this large 
supply, a good deal arrived late in 1818 and re- 
mained as a surplus, which, with extended cultiva- 
tion and abundant crops to the close of 1822, 
reduced the price to less than one third of what 
it had been in the spring of 1817, namely, from 
117 s. to 88s. The large stock which existed from 
the surplus of the three preceding years prevented 
such a rise as the indifferent crops of 1823 and 
1824 must otherwise have caused ; and if it had 
not been for the partial admissions of foreign 
corn by special acts in 1825-6-7, and the alter- 
ation of the law in 1828, it is beyond question, 
that upon the occurrence of so decidedly deficient 
a crop as that of 1828, the price must have risen 
above 80s., and the fluctuations through the three 
following years of deficiency would have been 
more abrupt than those which occurred under the 
altered law. 

The alteration of the law was an improvement, 
and 7 3s. being then the rate at which the low 
duty attached, the averages at three several times 
reached that rate, in 1828, 1830, and 1831 ; such 
rise, although beyond the immediate occasion, 
being the necessary condition of an adequate 
foreign supply. As usual, however, and as it 
almost inevitably happens on such occasions, the 
impulse to importation being given, the foreign 
supplies continued to come in after the deficiency 
had ceased to be felt, and a great part of those 
supplies was entered for consumption at a gradually 
increasing duty, till the rate of it became prohibi- 
tory. And, as we have seen, this surplus of foreign 
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corn, combined with our own extended cultivation 
and abundant harvests, brought prices, at the close 
of 1835, down to less than one half of what they 
had been in the spring of 1831. When again, 
more recently, in the early part of 1838, it be- 
came manifest that the deficiency of our own 
growth, combined with the exhaustion of the sur- 
plus of former harvests, would require a large fo- 
reign supply, no entry for home consumption was 
made, or was, indeed, likely to be made till the six 
weeks average reached 73s., being a doubling of the 
price since the close of 1835. 

How soon there may be a return of more fa- 
vourable seasons, it is impossible to say ; but 
it requires no peculiar gift of prophecy to ven- 
ture to predict that, upon a recurrence, if such 
thi 're should be, of seasons of acreable produce 
equal to those between 1831 and 1836, we shall 
again see the price of wheat, at, or below 36s. 
There will then, with our still growing popula- 
tion, be a repetition of the circumstances ana- 
logous to those we have witnessed, of increased 
consumption, a disturbance of the usual propor- 
tions of grain sown, a consequent gradual reduc- 
tion to exhaustion of surplus, till a season of mo- 
derate deficiency should render a foreign supply 
necessary, when, as a condition of receiving an 
adequate quantity, the price must rise to, at least, 
73s. 

It appears, therefore, inevitable, that on the sup- 
position of seasons of abundance alternating with 
intervals of only moderate deficiency, the minimum 
of the range of fluctuation must be between 73s. 
and 36s. Should there, however, be a desolating 
season like that of 1816, inflicting scarcity approach- 
ing to famine throughout Europe ; and still more 
if two seasons in succession like 1794 and 1795, 
and again 1799 and 1800 should occur, there is no 
saying to what a height the price might not rise ; 
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and in proportion to the excessive elevation under 
such extraordinary circumstances, would be the 
chances of eventual extreme depression. Against 
inconveniences and sufferings resulting from vicis- 
situdes of the season in this extreme degree, there 
is no foresight of the legislature or the government 
that can adequately provide : but a system like 
that of our present corn laws is calculated to ag- 
gravate in a peculiar degree the evil of such visit- 
ations. It operates to this effect in a two-fold 
way : the one, by its tendency to cause an ex- 
haustion of our home stock before any resort is 
made to a foreign supply ; the other, by confining 
the radius, from which our supply is habitually 
drawn in ordinary seasons, to multiply the chances 
of occasional deficiency from the prevalence of 
unseasonable weather. 

No one can be more alive than I am to the 
circumstance, that within certain degrees of lon- 
gitude and latitude, extending over the central 
parts of the continent of Europe, there is, in the 
majority of seasons, a prevalence of weather of 
the same general character of propitiousness or 
unpropitiousness to the growth and gathering of 
the corn crops, as prevails in this country, llut 
this circumstance, instead of being an argument, 
as by some persons it has been set up to be, 
against a free trade in corn, is the strongest 
ground in favour of it. An extension of the radius 
of our habitual supply to the north and south-east 
of Europe, to parts of Asia bordering on the Black 
Sea and the Mediterranean, to Egypt, and above 
all to the United States of America, would greatly 
mitigate the effects of visitations of peculiar in- 
clemency of weather prevailing simultaneously in 
this country, and within a certain range on the 
continent of Europe. 

In ascribing to the present system the necessary 
effect of a range of fluctuation of the price of wheat 
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between 7 3s. and 36s., I am assuming that the 
improvements in agriculture, and the extension of 
cultivation, which it is said to be a main object of 
the existing restrictions on importation to promote, 
continue in the same ratio to the progressive in- 
crease of the population as they have done within 
the last twenty years. If the rate of production 
should outrun that of the population, there may 
be periods of depression below the above minimum. 
If) on the contrary, and according to the more pro- 
bable supposition, the increased rate of production 
should not keep pace with that of the population, 
the low duty price of 7 3s. would be more frequently 
reached and exceeded, and the subsequent sub- 
sidence might not be to so low a rate. The range 
between the highest and lowest might be dimi- 
nished, but the variations would be more frequent 
ami more abrupt. 

A great deal of superfluous ingenuity was dis- 
played by some of the supporters of the existing 
restrictions, in showing that in some instances 
dui ing the last ten years, the variations between 
two or three consecutive years had been very small, 
— instancing those from the close of 1832 to the 
close of 1835. Now it must be quite obvious, that 
as the decline of prices was progressive, and as at 
the former date there had already been a great 
fall, there was so much less room for a further fall. 

Therefore, how the fact proved any thing for 
the argument which went to the whole range of 
variation between 1831 and 1339, it is not easy to 
conceive. 

There is this further consideration when viewing 
the enormous fluctuation from 7 3s. of progressive 
fall during four years and a half to 36s., and of 
the oscillating rise in the four years and a half 
following to 81s., that, instead of about 56s., which 
would be the average result of these figures, the 
home grower can hardly have averaged a price of 
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50s. for the whole of their crops of wheat during 
that interval. The reasons for this opinion are 
these. 

As one of the effects of miscalculation, the 
liability to which is greatly increased by the 
addition to all the other elements of uncertainty 
of speculation upon the rapidly shifting duty, the 
quantity of corn which was admitted in March, 
1831, at the low duty, and in the following months 
during the -remainder of the year at progressively 
increasing rates of duty, amounted to no less a 
quantity than 1,661,673 quarters, — a quantity 
which, by the event, proved to be beyond the 
occasion, inasmuch as it appeared that a larger 
surplus existed at the harvest of 1831 than had 
been expected. And if it had not been that the 
harvest of 1831 was, in the south-eastern districts, 
deficient in acreable produce, the fall of prices 
would have been much more rapid ; but, as it 
was, the price fell to 60s. by October of that year. 
And it must be evident that the bulk of the foreign 
wheat, upwards of 1,600,000 quarters, must have 
shared, with the home growers, the benefit of the 
sales at the comparatively high prices, 73s. to 605. 
Now the averages of the six years following, when 
there was no foreign wheat, or no proportion 
worth mentioning in the market, were, — 
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But if it be considered that by far the largest 
quantities sold were in the three years of the 
lowest prices, viz. — 
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the average of which was 44s. 8 d. ; and that during 
that period, although, as usual, upon the occur- 
rence of low prices, there were loud complaints of 
agricultural distress, the country never exhibited 
a greater extent nor higher degree of cultivation ; 
it is perfectly fair to presume that at a price of 
about 45s. there would be no reason to apprehend 
that much, if any, land would be thrown out of 
cultivation ; and by land being thrown out of cul- 
tivation must be understood, as it is held out in 
terrorem, that the land would be suffered to run 
waste. If indeed, while wheat was on an average 
of three years under 45s„ barley and other grain 
were higher in proportion, there would be a ten- 
dency, when leases, and the land, and the habits of 
the farmers were not opposed, to sow more largely 
of barley, or other grain which paid better, in lieu 
of wheat. Such was the case at the close of 1835 ; 
and this, with less droughty seasons, accounts for 
the larger crops and the lower relative prices of 
barley in 1836-7. 

In the evidence taken by the agricultural com- 
mittees in 1836, the leading questions were clearly 
intended to elicit answers which should go to 
prove that cultivation was undergoing diminution 
or deterioration j but it was only in isolated cases 
and under peculiar circumstances, that cultivation 
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could be shown to have either been deteriorated or 
diminished. Those peculiar circumstances seem 
to have applied chiefly to some parts of Bucking- 
hamshire and Yorkshire. With reference to the 
latter, one of the witnesses, Mr. C. Howard, stated 
that , some of the poor strong soils of Howdenshire 
had gone out of cultivation ; not, however, in 
consequence of the low prices of 1832 to 1836, 
but in consequence of the wet seasons (notwith- 
standing the high prices) of 1829-30-31.* It 
would appear, indeed, generally, that the greatest 
sufferers among the farmers were those who occu- 
pied the poor heavy soils, to which those wet 
seasons were peculiarly destructive ; and it was 
to this circumstance that was mainly owing the 
reference in the King’s speech of 1830 to the dis- 
tressed state of agriculture. The Duke of Wel- 
lington, indeed, expressly explained the nature of 
the distress, which was attributable to the wet sea- 
sons and to the extra expenses attendant thereon. 
But the general fact is, in proof, by results beyond 
controversy, that the agricultural productions of 
the kingdom were never, as far as the seasons 
permitted, on a larger scale than in 1836 and 1837, 
notwithstanding the alleged discouragement of the 
low prices of 1834-5. 

Although, however, there is every reason, founded 
on the experience of that period, and on other 
grounds which it is not here the place to enter 
upon, that at a range of prices of about 45v. for 
wheat there would be no just cause for appre- 
hending any diminution of the breadth of arable 
land, unless the land were to become, as I believe 
it will with the growth of population become, ap- 
plicable to more valuable productions than corn ; 
it would form no valid reason for perpetuating on 

* Agricultural Report of the Committee of the House of 
Commons, 1836. Questions 5346 to 5348. 
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the country the infliction of the corn laws. At 
the same time, if it could be fairly shown, that the 
growing lands of this country, constituting any 
considerable proportion of those destined for the 
supply of food for the community, could not be 
continued under cultivation, except at prices much 
higher than those of the foreign grower, such dif- 
ference might be a ground for rendering the tran- 
sition more gradual ; and the degree or extent of 
difference should serve as a guide for determining 
the gradations by which that difference should be 
reduced. But from all the information which I 
have been able to collect, not omitting that which 
the agricultural reports of 1833 and 1836 by the 
committees on agricultural distress of the House 
of Commons, and of 1836 by the committee of 
the House of Lords, ai’e calculated to afford, I am 
firmly persuaded that the difference is very incon- 
siderable, so inconsiderable as not to form a valid 
objection to a very early resort to the only system 
which can hold out the prospect of security, to 
farmers in their leases, to landlords in their in- 
comes, and to the public in having their supply of 
food divested of an impost which is felt grievously 
by the consumer (not to mention the other griev- 
ances attending it), while it adds little, if at all, to 
the permanent income of the producer. 


Section 6. — Effects which a Bounty would have 

had. 

If then the system of corn laws from 1815 to the 
present time has so signally failed to control, as on 
each occasion it was the professed object to do, 
the range of fluctuation, or to secure what was 
considered to be a remunerating price, it may be 
asked whether, admitting the justice and expe- 
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diency of the principle of monopoly in behalf of 
the landed interest, the objects proposed were or 
are attainable by legislative regulation. The an- 
swer must be in the affirmative, on the supposition, 
however, that the principle is acquiesced in, and 
the regulation submitted to by the public. 

The failureof the present, and the still more signal 
failure of the former corn laws, has arisen from the 
circumstance, that while possessing the power under 
certain conditions of artificially raising the price to 
a given height, there has been no provision in them 
for the application of a sustaining power. In order 
to be effectual in maintaining, as well as in merely 
occasionally raising the price, it is absolutely essen- 
tial that there should be a bounty on exportation. 
In the case of a total prohibition of importation up 
to so high a rate as 80s., the quantum of bounty 
on exportation that should have been effectual in 
keeping the price up to that level, would have 
been something so extravagant as not to be thought 
of ; and the bounty which was provided by the 
law which previously existed, viz. 5s. per quarter on 
wheat when the price was at or under 48s., ap- 
peared so insignificant in amount, and dependent 
upon a contingency so improbable, that it was not 
thought worth retaining. The promoters, there- 
fore, of the law of 1815 abandoned that part of the 
provision of former laws. At the same time, if the 
promoters of that measure had been at all aware of 
all its consequences when unaccompanied by a 
bounty, they would not only not have abandoned, 
as they did, the principle, and the previously ex- 
isting rate of bounty, but would have made a con- 
siderable struggle not only to maintain the prin- 
ciple, but to increase the rate. If the proposed 
increase had been only to 10s. payable when the 
price should be at or under 60s., it is highly pro- 
bable that they would have been successful. And 
it is quite clear that such a bounty, howevei' insig- 
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nificant it would have appeared at the time (as no 
one contemplated that with so high a prohibitory 
rate of import as 80,?,, the price was ever likely to 
fall so much below the remunerating rate, which 
was then held to be 965., as 60s.), would have be- 
come operative before the expiration of many 
months after the passing of that bill, and it would 
have been effectual in preventing the low range of 
prices between 1820 and 1825. 

But when the principle of prohibition, upon being 
found to be not only ineffectual for its professed 
object, but in the highest degree injurious to all 
parties affected by it, was abandoned, and the plan 
promulgated, upon which the law of 1828 was 
eventually framed ; if the landlords who were then 
as now all powerful in parliament, had been intelli- 
gent enough to perceive the inefficacy of a duty 
on importation without a bounty on exportation, 
instead of exerting their influence as they did in 
procuring the very impolitic alteration which was 
made in the House of Lords, whereby the pivot 
price, as it was called, namely, the rate at which 
the high duty of 205. 8 d. should attach, was raised 
from 625. to 665., they had made the concession, 
apparently great, of restoring the provisions of the 
Act of 1804*, with the alteration only of raising 
the rate of the bounty on exportation from 5s. per 
quarter on wheat to 105., and raising also the ave- 
rage price to which it should attach from at or 
under 485. to at or under 55s . ; there is fair ground 

* By the Act of 1804, the duties on foreign wheat were, — 

£ s. d. 

When under 63s. per quarter - - 1 4 3 

At or above 63s., but under 66s. - - 0 2 6 

At or above 66s. - - 0 0 6 

Bounty on exportation of wheat when at or under 48s. per 
quarter, 5s. per quarter. 

Exportation prohibited when above 54s. per quarter. 

On other corn the duties, and bounty, and prohibition, in 
proportion to wheat. 
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for supposing that, so great being apparently the 
concession, such a measure would have been more 
readily acquiesced in by the public than that which 
was adopted, and which has continued in force to 
the present time. And there cannot be a doubt, 
that under the provisions of such an Act as 1864, 
with only the alteration supposed of 5s. additional 
to the bounty, and 7s. additional to the price at 
which it would attach, the fluctuations of prices, 
would have been within a very small range com- 
pared with those which we have witnessed. 

While, however, it must be obvious, from this 
view, that the landlords would have been great 
gaine'« if, instead of standing out, as they did in 
1828, for a higher import duty, they had made 
the great apparent sacrifice of a lower maximum 
price in consideration of a bounty on the export ; 
there is no cause on the part of the public for 
regret, that they were so short-sighted on that oc- 
casion ; inasmuch as there is every reason to be- 
lieve that the average price to the consumer would 
have been higher in the case supposed, and the 
public would, moreover, have been subject to ad- 
ditional taxation for defraying the bounty, when 
it became, as it would have become, operative. 
Happily, bounties are now so much out of fashion, 
that there is no longer any chance that this mode 
of encouragement to agriculture can again be re- 
sorted to. 


Section 7- — Suggestion of the Substitution qf a 
fixed Duty. 

There is a very prevalent opinion even among 
those who are supporters of the principle of mo- 
nopoly, or, according to the more palatable term, 
of protection in favour of the home grower, that a . 


vol. m 
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moderate fixed duty would be preferable to the 
present shifting scale. And among those who 
claim, on the part of the public, an abolition of 
the corn law, there is a large proportion who, if a 
total abolition were unattainable, would prefer a 
fixed duty. But there is a very wide difference 
among those who prefer a fixed to the sliding 
duty, as to what the fixed amount should be. 

If it were to be determined merely on the only 
correct principle, namely, that of countervailing 
any charges falling exclusively on the home grower, 
or in a greater proportion than those paid by the 
rest of the community,, the minimum duty of the 
present scale, namely, 1$. per quarter (which, 
under any circumstances, it would be desirable to 
maintain, if only for regulation and statistical pur- 
poses), would amply answer the justice of the case. 
But in the absence of any principle, the quantum 
of duty, if the change were made, would be a 
compromise of some medium rate between what 
the landlords might conscientiously consider them- 
selves entitled to claim, and what the public 
would submit to pay. It strikes me that any 
thing under 8s. per quarter would not to the 
landed interests appear to be worth having ; and 
I have no idea that the public would consider 
any thing above that rate to be a change for the 
better. Assuming, 8s. as the rate fixed, subject, 
however, to a reduction to Is. if the price reached 
56s. or 60s., the change from the present system 
would be a great improvement in more points 
of view than one. 

In the first place, the averages, and the uncer- 
tainty and manoeuvring connected with them, 
would be done away with, as would, likewise, the 
mischievous anomaly which, by the effect of low 
condition on the averages, excludes foreign wheat 
precisely at the time when it is most wanted for 
mixture with our own. 
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In the next place, this country would present a 
constant market, instead of the present capricious 
one, and would afford an opening for returns for 
exports beyond that which at present exists, ex- 
cept in the uncertain intervals when the duty’ is 
approaching its minimum, and there would be less 
liability to disturbance of the value of the cur- 
rency. 


Section 8. — Conjecture as to the Prices at which 

Wheat would range in the event of a Free Trade. 

It may be expected, that in a treatise like this 
on prices, since so much of the discussions both 
in and out of parliament has proceeded on the 
question of the probable range of the prices of 
wheat in this country in the event of a free trade 
(by which I mean the retention of the duty of 
only Is.), a conjecture should he hazarded of the 
effect on prices of such an alteration. 

One among the great difficulties in the way of 
forming a conjecture on this point is that of taking 
a sufficient number of years, which should not ap- 
pear unreasonably long, for the purpose of forming 
anything like a fair average. A single season like 
that of 181(1, or a recurrence of such at near inter- 
vals, like those at the close of last century, which 
extended their desolating effects over the whole of 
the continent of Europe, as on the other hand a 
series of favourable seasons, would make a great 
difference in an average often years. But barring 
any extraordinary difference in the seasons, I 
should expect that the price here, witli the ports 
always open at a duty of Is., would, in a series of 
years of some length, average about 4 5s. 

The quantity which we might look to import at 
an average of the price that I have named, njight 
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approach to from 1,500,000 to 2 millions of quar- 
ters. If there were to be a fixed duty of 8$. the 
quarter, I very much doubt whether the annual 
importation would reach that quantity ; and, at any 
rate, if the average price in this country should, 
that duty existing, be under 45s., the probability 
is, that a great part of the importation would be 
bonded. Indeed, with the ports always open, 
even subject to a fixed duty of 8s. on entry for 
consumption, I believe that this country, but more 
especially the port of London, would become the 
emporium of the trade in corn with Europe and 
America; and we should thus, independently of 
the great accession of trade so afforded, be assured 
of a large available supply, in the event of our 
own crops being deficient. 

To enter into all the grounds on which this esti- 
mate of probable prices is founded, would require 
a treatise devoted to that object, and is beyond 
the purpo 1 . e of this work.* I can only say, for the 
estimate which I have formed, that it is derived 
from the experience that I have had in the corn 
trade, and from the best sources of information 
that l have been able to meet with. Before quit- 
ting this point, however, I must observe that my 
estimate of the price at which a foreign supply 
might be expected of the extent supposed, mav be 
considered by some of the opponents of the corn 
laws as strengthening the ground for the supporters 
of them, inasmuch as such statements may be made 

* Among other reasons, however, there are two which may 
be noticed as having considerable weight in favour of the sup- 
posed tendency of prices to vibrate upon a rate of about 4 5s, 
The one is, that from the experience of the three years during 
which the price in this country was on an average under 45&* 
there was no apparent tendency to diminished or deteriorated 
cultivation in this country ; ana the other is, that at about that 
price there are fair grounds for supposing that a moderate, and 
by no means overwhelming, annual foreign supply would be im- 
ported. 
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to work upon the minds of the farmers, in fright- 
ening them with the prospect of cheap foreign corn. 
And it is partly, perhaps, from an apprehension 
of this kind, that some of the most distinguished 
of the opponents of the law have been at great 
pains to prove that the foreign growers could not 
afford an annual supply of wheat under a price 
standing in this market 50s. or upwards, exclusive 
of an) duty on importation. If they had any suf- 
ficient grounds for such estimate, which I am 
persuaded they have not, the arguments for an 
abatement of the monopoly would be weakened, 
inasmuch as there would be so much less to con- 
tend for. If a free trade would not afford a supply 
under 50«., while the average price under the 
monopoly did not, for some years, materially ex- 
ceed that rate, the argument against the monopoly 
would be confined to the objections arising out of 
the extreme fluctuations, and the other incon- 
veniences distinct from price ; such as disturbance 
in the direction of capital, and derangement of the 
circulation, to which the present scale of duty ex- 
poses the country. Those objections are, of them 7 
selves, of great weight ; but the substantial and 
enduring ground of objection is, that while sub- 
jecting the country to these inconveniences, it 
artificially raises the price of food to the community, 
who suffer a loss by it, much greater in amount 
than the utmost gain derived from the monopoly 
by the classes in whose favour, and by whose pre- 
ponderance in the legislature, it is inflicted. 


Section 9. — On the Effect of the Prices of Provi- 
sions on the Condition of the Working Classes. 

The state of prices of provisions, and of the rate 
of wages in the two last years, strikingly confirms 
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the deductions from previous experience of the 
little tendency which exists in wages to follow a 
fall or rise in the prices of provisions except at long 
intervals, and then only in a degree far short of 
such fall or rise. When treating of the great fall 
and cheapness of the prices of provisions in 1833- 
4-5, I took occasion to observe, that, “ the exten- 
sion of trade, the general but not speculative 
improvement of the prices of commodities, the 
undoubted and substantial prosperity of the manu- 
facturing and mining interests, the general em- 
ployment of the working classes at full wages, and 
the increase of the revenue, accompanied a 
great fall of the prices of provisions, but more 
especially of the price of wheat, which was lower 
at the close of 1835 than it had been in the last 
seventy years ; thus furnishing a fresh and decisive 
negative of the often repeated, but perfectly un- 
founded assertion, put forth by parties interested 
in the corn monopoly, that high prices of agri- 
ci ltural produce tend to increased demand for 
other productions, and to extended employment and 
higher wages to the working population.”* With 
the state of things then described as exhibited at 
the close of 1835, what a contrast, as regards the 
working population, is that which is presented at 
the close of 1 839. 

In a few instances the wages of agricultural la- 
bourers have been raised, but in a very trifling 
proportion to the rise of necessaries ; and in cases 
where an advance of wages has been granted, it 
has been rather from motives of fear or humanity 
on the part of the employers, than as a legitimate 
consecpi&nce, on principles of business, of an im- 
proved demand relatively to the supply of labour. 
While in the manufacturing districts there is not 
only no increase of money wages, but there is a 


Vol. II. p. 256. * 
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falling off of employment, so that while the prices 
of provisions are in some instances nearly doubled, 
and while several other necessaries, and more es- 
pecially the secondary necessaries, such as tea, 
sugar, and tobacco, are at a considerable advance, 
the earnings of the work-people are reduced ; they 
are thus suffering cruelly under the twofold evil of 
having their little income less, and of finding that 
reduced income going a much less way in the 
supply of their most urgent wants. 

The present state of things, therefore, furnishes 
flesh proof, if additional proof had been wanting, 
of the negative of the dogma of the advocates for 
restrictions on the corn trade, that the landlords 
and farmers getting higher prices must be the 
better customers and employers of the manufac- 
turers, shopkeepers, and labourers; and in that 
way to hold out more than compensation for the 
higher prices which the latter classes are obliged 
to pay for their food. I do not mean to say that 
in the present case the high price of provisions is 
exclusively attributable to the corn laws, but it is 
here adduced as adding, to all former experience, a 
striking instance of the utter want of foundation 
in fact, as well as in reasoning, for the supposition 
that a high price of food can he a cause of in- 
creased employment and advanced real wages to 
the working classes. 



54 


ON THE PRICES OF PRODUCE, 


CHAP. II. 

ON THE PRICES OF PRODUCE, OTHER THAN CORN. 

The state of prices of raw produce, and of com- 
modities generally, as likewise, indeed, of labour, 
in the two last years, viz. 1838 and 1839, is preg- 
nant with illustrations of the theory which, with 
reference to the practical working of the system 
of our currency, as it has existed, both during the 
bank restriction and subsequent to the restoration 
of cash payments, it has been the purpose of the 
former part of this work, as it is of the present 
continuation of it, to establish. 

In the preceding chapter it has been seen how 
little of the fluctuations in the price of corn could 
be traced to the state of the circulation as a moving 
force ; and it will be found that a reference to the 
prices of other produce and of labour will equally 
prove the absence of any direct agency of that 
cause. 

When giving an account, in the preceding 
part of this work, of the state of the markets, 
and of the disturbed state of credit in 1836 and 
part of 1837, it was observed, that those articles 
only which had manifestly been the subjects of 
exaggerated demand in the branches of trade, to 
which alone a great abuse, that is, an undue ex- 
tension of credit, had applied in 1835 and the 
earlier part of 1836, were observably depressed by 
the great contraction of credit in the last six 
months of 1836, and the first half of 1837 ; such 
contraction of credit being confined, as the pre- 
vious extension had been, to the American and 
East India trades, but principally to the trade 
with the United States of America. 
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As, according to the general laws which govern 
markets, such articles as have risen beyond the 
due level, from an exaggerated demand, or, in 
other words, from anticipation of higher prices on 
grounds not warranted by a correct appreciation of 
the proportions of supply and demand, (such exag- 
gerated anticipation of demand being favoured 
by an undue extension of credit,) usually fall in 
nearly an equal degree below that level ; so, 
when any particular market has been depressed 
by a failure ol credit, and by an exaggerated ap- 
prehension of further fall, there is a rebound 
which not unfrequently proves to be beyond the 
occasion. This was the case with several articles 
of American and East India produce, which 
having been unduly depressed by the failure of 
credit in those branches in the first six months 
of 1837, rallied towards the close of that year, 
and attained prices which, when the supplies for 
the season came forward, could not be main- 
tained. There was, accordingly, a considerable 
degree of dulness, and a drooping tendency of 
markets for those descriptions of produce in the 
spring of 1838 ; and, excepting in the corn mar- 
kets, the rise of which has been the subject of ex- 
planation in the preceding chapter, there was a 
general character of quietness prevailing in the 
markets for commodities through the greater part 
of that year, with a tendency, however, towards 
the latter part of it, to an advance in the price of 
several articles, besides corn, of which the supplies 
proved to be below expectation. This is the more 
to be observed, inasmuch as the period of the 
greatest dulness, or at least of the most com- 
pletely quiet markets, and the lowest juices of 
commodities, in tlie summer of 1838, were coin- 
cident with a greater amount of Bank of England 
notes in circulation than there had been for many 
years before ; the amount, according to the return 



5 () ON THE PRICES OF PRODUCE, 

dated 24th August, 1838, was 19,481,000/., while 
in the three months ending 8th March, 1836, 
when there was so much excitement and over- 
trading, it had been only 17,439,000/. Here was 
an increase of 2,000,000/. in the circulation, while 
the market rate of interest was, for the best bills 
3 per cent., and in some instances as low as 2^ 
per cent. ; and during the progress to this state 
of things in the money market, the markets for 
produce, with the exception of corn, were dull, 
which is another word for absence of briskness of 
demand. This being the state of the markets for 
commodities, and the state of the money market, 
in the summer of 1838, as exhibited by the amount 
of the circulation, and by the rate of interest, it 
may be not uninteresting or uninstructive to com- 
pare those several conditions with what they were 
in the corresponding season in 1839. 

The markets for produce in the summer of 
1839, (subject only to the usual oscillation inci- 
dental to the supply and consumption of most 
ai tides of raw produce,) after having maintained 
a remarkably steady tendency to advance coinci- 
dently with a progressive though slow reduction 
in the amount of the circulation, and with a very 
decided and unusual increase in the rate of in- 
terest and discount, were, with exceptions not 
worth mentioning, at a higher range of prices 
than they had been at the corresponding time of 
the preceding year. During the whole progress 


It may not be uninteresting to see the Impression which 
was made by this state of things while in progress. I therefore 
insert the following extract from the city article in the “Times’’ 
of the 6th July, 1SJU, which gives, as l considered at the time, 
and believe it to be, a very correct representation. 

“ With respect to the state of money, there is no material 
alteration, but confidence is diminishing in the symptoms of 
improvement manifested early in the week. All the portfolios 
of the leading merchants are full of foreign bills to an unusual 
degree, while our trade exportations do not by any means sup- 
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of the recent pressure on the Bank of England 
there was no period in which more alarm and 
anxiety prevailed in the money market than in 
the middle and latter part of July last, when the 
apprehension entertained by the directors them- 
selves- was evinced by their desire of selling their 
dead weight, and when it was known that they 
had, in the alternative of not effecting such sale, 
applied to the Paris bankers for assistance. It 
was known, too, that the Bank rate of discount, 
which had already been advanced to 5 J per cent., 
was to be raised, anil it was apprehended that the 
advance would not stop at 6 per cent., to which it 
was raised on the 1st of August. For some weeks 
before, and during the progress of thi§ pressure, 
the newspapers were teeming with forebodings, 
according to the currency theory, of the result of 
such measure by the Bank for its safety, in knock- 
ing down prices, by forcing sales of commodities. 
And, in fact, it was given out to be the creed of 
the Bank directors that they could not be expected 
to stop the drain on its coffers without forcing down 
the prices of commodities. As far, therefore, as 
an actual reduction of the circulation, a great and 
very unusual rise in the rate of interest, and ail 


ply a substitute for them as they arrive at maturity, so that a 
further drain of bullion is thought to be inevitable. The re - 
straining measures at the Bank have not had the effect of lower ing 
the prices of any articles of commerce, with the exception of 
cotton ; and with respect to that, it is now very generally as- 
cribed rather to the diminution of consumption to which the 
spinners in self-defence have resorted than to any other cause. 
It follows, consequently, that though the financial crisis is a 
severe one, and places the Hank of England, in particular, in a 
most embarrassing situation, the merchants arc, comparatively, 
quite at their ease. The foreign exchanges have not at all im- 
proved this afternoon, and the rates on Paris and Hamburg are 
both lower. The quotations were — Amsterdam, VZ~ to 1; 
Paris, 25 15 to 20 (short); Hamburg, 13 to % vl 3 months.” * 
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almost universal opinion, which, of itself, is some* 
times of powerful operation in realising the result 
to which it is directed, could be supposed to have 
a direct influence on the markets for commodities, 
it might be imagined as an inevitable consequence 
that those markets must of necessity be much 
lower in August, 1839, than they had been in 
August, 1888. But how stand the facts? 

By the Bank returns, the circulation, which had 
been on the average of 3 months, in August, 1838, 
19,481,000/., was in August, 1839, 17,969,000/. 
The Bank rate of interest and discount, which 
had been 3^ and 4 per cent., was raised to 6 per 
cent., but the market rate, which in the first six 
months of 1838 had been one per cent, below the 
Bank rate, was in the summer of 1839 consider- 
ably above it ; and good bills, which were not with- 
in the date or other rules prescribed by the Bank, 
and consequently not discountable there, were not 
convertible but on terms which, whether charged 
as discount merely, or with commission in addition 
to discount, amounted to 7, 8, and in some in- 
stances, I believe, to 10 per cent, per annum. 

Under these circumstances, a comparison of 
the prices of commodities at the two periods is 
peculiarly calculated to serve as a test of the 
currency theory. In the list of articles which may 
be considered as showing the general state of 
prices, if I were to give the quotations from those 
which will be found in the Appendix to the pre- 
sent, in continuation of the former part of this 
work, I might be liable to the supposition of being 
under a bias in the selection, and in straining the 
quotations of prices, as is too often done when a 
purpose in controversy is to be answered. I there-' 
fore here give a list of articles and the prices 
attached to them, exactly as they are stated in a 
very useful weekly publication, very ably conducted 
by Messrs. Henry Burgess and Co., entitled “ The 
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Circular to Bankers.” The quotations of prices 
are regularly appended to each circular under the 
following head : — 

Prices of such of the principal and most bulky Articles of Merchandise as 
would, when viewed collectively , show the general State of Prices of all 
Commodities . * 


(d. p. means duty paid, bd. means m bond.) 

August 3. 

1838. 

August 2. 

1839. 



£ s. 

d. 

£ 8. 

d. 

£ s. 

d. £ 

8. 

d. 

Ashes, 

bd. United StateB pearl - 

0 0 

0 to 0 0 

0 

0 0 

0 to 0 

0 

0 


bd. Russia .... 

1 6 

6 

- 1 7 

0 

1 ft 

0 — 0 

0 

0 

Coffer, 

bd. Jamaica (fine) - 

5 14 

0 

- 6 11 

0 

6 4 

0 - 7 18 

0 


— (ordinary) - 

3 18 

0 

— 4 16 

0 

4 10 

0- ft 

2 

0 


Berbice 'fine) ... 

5 10 

0 

-62 

0 

5 18 

0-7 

0 

0 


Ceylon .... 

4 3 

0 

-4 19 

0 

5 0 

0 — ft 

4 

0 

Cork- Wood. d. p. French 

4 10 

0 

— 50 

0 

4 10 

0 — 5 

0 

0 

Cotton, 

d. Upland .... 

0 0 


— 00 

7* 

0 0 

— 0 

0 

9 



bd> Surats .... 

0 0 

4 

— 00 

4 

0 0 

44— 0 

0 

6* 

Flax, 

d.p. Riga,PTR. - 

0 0 

0 

— 00 

0 

47 0 

0 —50 

0 

0 

Hemp, 

t d. p. Riga Rhine - 

31 0 

0 

-34 0 

0 

38 0 

0 -40 

0 

0 


Petersburg (clean) - 

31 0 

0 -31 10 

0 

37 0 

0-0 

0 

0 

Hides, 

Buenos Ayres (1st and 2d) 

0 0 

5 

-00 

81 

0 0 

5 -j 0 

0 

9 

Indigo, 

bd. fine and good purply violet 
middling do. 

0 7 

3 

-07 

6 

0 9 

0-0 

9 

3 

, , 

0 6 10 

-0 7 

2 

0 8 

4 — 0 

8 

9 

Iron, 

(English) in bars (in London) 

9 10 

0 

-0 0 

0 

10 5 

0-0 

0 

0 

— 

pig do. 

bd. Swedish - - 

6 0 

0 

— 00 

0 

6 0 

0-0 

0 

0 



12 10 

0 

-00 

0 

14 10 

0 —14 15 

0 



Archangel .... 

11 1ft 

0 

— 00 

0 

0 o 

0-0 

0 

0 

Lead, 

bd. in pigs .... 

19 0 

0 

-00 

0 

18 10 

0 -19 

0 

0 



foreign Spanish 

18 10 

0 

-00 

0 

0 0 

0 —18 10 

0 

Linseed, 

Baltic (qr.) - 

1 18 

0 

- 2 6 

0 

1 18 

0 — 2 

2 

0 

Mahogany, 

Honduras (foot) ... 

0 0 


- 0 1 

0 

0 0 

6*-0 

1 

3 



St. Domingo ... 

0 1 

0 

— 04 

0 

0 J 

0 — 0 

2 

6 

Oils, 

Whale .... 

0 0 

0 

-0 0 

0 

0 0 

0 — 0 

0 

0 


Southern Fishery (pale) 

25 0 

0 

-27 0 

0 

23 0 

0 —25 

0 

0 


Gallipoli - 

52 0 

0 

— 00 

0 

54 0 

9 — 0 

0 

0 

Rum, 

bd. Jamaica, 10 to 20 (0. P.) 

0 3 

8 

— 04 

0 

0 0 

0 — 0 

0 

0 


bd. Demerara, 3 to 20 (0. P.) 

0 3 

2 

— 03 

6 

0 3 

8-0 

4 

8 

Saltpetre, 

bd. rough (cwt.) 

1 2 

0 

- 1 5 

6 

1 3 

0 — 1 

8 

0 



British refined ... 

1 8 

0 

- 1 8 

6 

1 9 

0 - 1 

9 

G 

Silk, 

Italian (Piedmont, white, per lb.) 

1 10 

0 

— 26 

0 

1 15 

0 — 2 

3 

0 



Modina(raw) 

0 14 

0 

— 0 16 

0 

0 19 

0 - 1 

0 

0 

__ 

Brutia (Turkey) 

0 14 

0 

— 0 14 

6 

0 15 

6 — 0 16 

6 



bd. Bengal Novi 

0 12 

6 

- 1 2 

0 

0 12 

6 - 1 

0 

0 

Sugar, 

Jamaica (fine, per cwt.) 

3 0 

0 

-32 

6 

3 ft 

6-3 

8 

0 

— 

Mauritius (brown) 

2 4 

0 

-2 11 

0 

2 19 

0 — 3 

2 

6 



d. p. East India (Bengal, yellow) 

Petersburg (Y.C. cwt.) 

2 15 

0 

— 2 19 

0 

3 0 

0-3 

5 

6 

Tallow, 

2 f» 

6 

— 0 0 

0 

2 11 

0-0 

0 

0 



Delivery last three mouths 

2 5 

9 

— 0 0 

0 

2 9 

0 — 0 

0 

0 

Tea, 

Bohea (Canton, per lb.) 

0 1 


-0 1 

4 

0 0 

11 - 0 

1 

0 

Tobacco, 

bd, Kentucky'and Carolina 

0 0 

3. 

-0 0 


0 0 

ft*- 0 

0 10 



bd. Virginia (ordinary) - 

0 0 

sd 

— 0 0 

af 

0 0 

ft — 0 

0 

7* 

Timber, 

Quebec oak (loRd) - 

7 0 

0 

- 7 10 

o 

7 0 

0 — 7 10 

o 1 

, 

— pine (red) - 

4 17 

6 

— 50 

0 

4 10 

0 - 4 15 

0 


Riga fir 

5 12 

6 

— 00 

0 

6 12 

6 — 0 

0 

0 

— 

Dantzic and Memel - 

ft 2 

6 

— ft 10 

0 

5 2 

6 - ft 


0 

Wool, 

Germany Electoral, per lb. 

0 4 

6 

— 06 

0 

0 3 

9-0 

5 

0 


— - lower qualities 

0 1 

7 

— 0 1 

11 

0 1 

10 — 0 

1 

0 


Australian and v. D. Land, 1st combing 

0 2 

2 

— 0 2 

9 

0 2 

4 — 0 

i to 

— 

— — 2d — 

0 1 

8 

— 02 

3 

0 1 

9-0 

A 

3 


— — 3d — - 

0 1 

5 

— 0 1 

.9 

0 1 

ft — 0 

! 

8 

— - 

English— N. & S. Down Hoggits 

0 1 

6 

— 0 1 

7 

0 1 

6-0 

; 

9 

— 

Kent combing fleeces 

0 1 

5 

- 0 1 

6 

0 1 

5 — 0 

i 

6 


The longwoolof Lincoln, Leices- 
ter, Warwick, from the grower 

0 1 

4 

— 0 I 

6 

0 1 

4 - 0 

i 

6 


* The prices of corn are given in the circular among the 
other quotations, but as those prices have already been referred 
to and accounted for, it is not necessary here to notice them. 
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If any considerable proportion of these articles 
had fallen in price under circumstances the reverse 
of those which had raised them, such fall would 
infallibly have been set down to the operation of 
the currency as an originating cause. There can 
be no doubt that if there had been an excess of 
supply of any of the articles, and if that excess, or 
a part of it, had been imported or held on credit, 
or, which is the same thing, on capital borrowed 
for a limited period, the fall from mere excess of 
supply would be aggravated, that is, W'ould be more 
abrupt, and to a lower point of depression in a 
contracted or difficult state of the money market, 
or, in other words, in a state of discredit, and a 
high rate of interest. Thus, in the case of the 
depression of the markets for particular descriptions 
of produce in the summer and autumn of 1836, 
the articles which fell in price were nearly all con- 
nected with the overtrading of that period in the 
American and China trade, and the fall was fr.om 
excess of supply, and from the failure of credit of 
the importers or holders, as also from falling off 
of demand from the United States. The proof 
that such had been the causes, was in the fact that 
the markets, which were unconnected, directly or 
indirectly, with those branches of trade did not 
participate in the depression. 

Such, however, is the tendency to infer the re- 
lation of cause and effect from mere coincidence, 
that, as I had occasion to observe when treating 
of that period, the fall of prices was said, and com- 
monly believed, to be general ; and to have been 
exclusively caused by the state of the money mar- 
ket. Thus, in a Tract which I have before re- 
ferred to, on “ The Causes and Consequences of 
the Pressure on the Money Market in 1836,” it was 
observed, — “ The fall in price of almost all the 
articles of raw produce (sugar, coffee, tea, silk, 
cotton piece-goods, metals, drugs, &c.), from the 
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1st July last, when the rate of interest was first 
advanced, Jias not been less than from 20 to SO 
per cent.” Now the advance in the Bank rate of 
discount in July of that year was only to per 
cent., and afterwards to 5 per cent., and the market 
rate had not advanced in any thing like the propor- 
tion that it did in 1839 ; moreover, the markets 
in which there was no notorious excess of supply, 
and which had not been under the influence of the 
exaggerated demand from America, were not more 
disturbed by the pressure on the money-market in 
1836 than they have been in 1839, — why, there- 
fore, should the smaller rise in the rate of discount 
in 1886 produce such an effect? 

So prevalent has been the notion of an intimate 
and necessary connection between the state of the 
money market and the prices of commodities, that 
the general high range of the markets for produce 
throughout the whole of 1839, the firmness of nearly 
all of them, and the buoyancy of many of the most 
considerable of them, during the period of the 
greatest pressure, has been a constant matter of 
surprise, and has puzzled most of the persons 
who are under the influence of the currency doc- 
trine, to account for. The most general expla- 
nation that I have heard attempted has been, that 
there was a scarcity of commodities, and that, if it 
had not been for the pressure on the money mar- 
ket, there would have been speculation, and still 
higher prices. But if the money market had been 
easier, and if, in consequence of such greater fa- 
cility, prices had risen last summer higher than 
they did, the effect, by this time, would have been 
larger supplies, or a diminished consumption, or 
both ; and in that case, prices, with the utmost 
facility of the money market, would be lower now 
than they are. Sufficient proof, however, has been 
afforded in the article of Tea, how little the money 
market deters speculation where real grounds, from 
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actual or apprehended scarcity, exist for the antici- 
pation of a considerable advance of price. The 
market for this article had been, during the first six 
months of 1839, in a quiet and rather dull state. 
But upon the arrival of the accounts from China of 
the seizure and confiscation of the opium, and of 
the violent proceedings of the Chinese government, 
causing a suspension of the shipments of tea from 
thence, with every appearance of an interruption 
for a considerable length of time, if not a total ces- 
sation of the trade, a speculative demand arose. In 
a few weeks, the prices of the descriptions consti- 
tuting the bulk of the supply advanced by no less 
than 120 and 150 per cent. And during the pro- 
gress of that advance, the market exhibited all the 
character of wildness which has been ascribed ex- 
clusively to the state of markets during the Bank 
restriction *, or more recently in 1825. But, in point 
of fact, there was no such speculative rise in any of 
the markets for produce (the limited and compara- 
tively insignificant article of spices excepted) in 

* It is surprising how unconscious the public, or at least the 
reasoners among the public on alterations in the value of the 
currency, are of the complete analogy which the recent rise of 
150 per cent in the bonded prices of Tea exhibits to the rise of 
prices which occurred during the war in various articles of which 
it was apprehended that all future supply would be permanently 
cut off, such rise of prices being supposed by those persons to 
have been caused by the Bank restriction. 

The following account of the rise and progress of the Tea 
speculation is extracted from the supplement to the “ London 
Price-current” for the year 1839. 

“ Tea. — The past year has been remarkable for an extra- 
ordinary rise in the prices, the consequence of a speculative 
demand, founded on an anticipated diminution or cessation of 
supplies, by reason of the interrupted trade between the Chinese 
and English merchants since the extensive sehure of opium at 
Canton. The market continued generally steady until July, by 
which month and in August a rise of 2d. per lb. took place in 
Congou. In October the prices paid were 5d. higher. And at 
the December sales, when the highest prices were paid, Congou, 
which at the beginning of the year was dull of sale at Is. Id 
realised 2s. 7 d. to 2s. 8 d. per lb/* 
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1825, as has recently been witnessed in Tea, an 
article in which very large capitals are invested. 

1 have been assured that some parcels, during the 
progress of the rise, changed hands at least eight 
times. 

The fluctuations in the cotton market, and the 
causes of them, namely, the deficient crops in 
America in 1838, and the exaggerated anticipa- 
tions by the planters of such an advance in price 
as, in their opinion, cotton ought to fetch in this 
country, — those exaggerated anticipations having 
been promoted and rendered operative by the as- 
sistance and participation of the United States 
Bank, and other banks in America, — are matters 
of such notoriety, and have been so often referred 
to, and so fully described in connection with the 
deranged state of the southern and western banks 
of America, as to supersede any detailed descrip- 
tion of them here. The highest elevation of 
prices under the influence of the operations for 
artificially enhancing the value, by undue banking 
aid and participation, was attained in the early 
part of the spring of 1839. The decline from 
that price has been ascribed in some of the Ame- 
rican newspapers to “ the putting on the screw ” 
(according to the slang term) by the Bank of Eng- 
land. But, in point of fact, the decline in the 
price of cotton began before any advance in the 
rate of interest by the Bank, and for a very sufficient 
reason, namely, that the manufacturers, finding that 
the stocks of yarn and cotton goods had, in conse- 
quence of the great additional power which had 
been applied, by the erection of new mills in 1836, 
1837, and 1838, outrun the consumption, very 
naturally, and as they would and must have done 
in their own defence, even if the utmost facility of 
the money market had prevailed, determined to 
work short time. They have thus succeeded in 
tiding over the effects of the deficiency of the cotton- 
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crop of 1838, and are enabled, by the return of 
abundant supplies at moderate prices, to be in train 
for resuming full work, with the restored prospect 
of a steady trade. 

There are two reasons which are unanswer- 
able against the assertions put forth on the part of 
the American cotton speculators, that it was the 
putting on of the screw by the Bank of England 
that disconcerted their operations, by causing the 
decline of the prices in this country. In the first 
place, the decline of prices from their highest arti- 
ficial elevation, in March, 1839, had begun, and 
the failure of the speculation had become evident 
before the Bank had shown the least disposition to 
put on the screw ; indeed, the cheapness of money 
at that time is, as will be seen, one of the charges 
that have been brought against the Bank of Eng- 
land. And, secondly, if the putting on of the 
screw was solely, or even mainly, or at all, a cause 
of the fall in the price of cotton, how happened it 
that the same screwing process did not affect other 
raw materials in this country at the same time? 
But, indeed, a further question may be asked, and 
that is, — If the mere action of the Bank of Eng- 
land is considered as having caused a fall in the 
price of cotton in this country, how is the fact to 
be accounted for, that at the end of July, 1839, 
when the screw was in its fullest operation, the 
prices of cotton were higher than they had been 
in July, 1838, when the money market was in the 
easiest possible state ? 

During the few weeks at the close of 1839 
there has been a decline in some of the articles 
enumerated in the table at p. 59 ; and the quota- 
tions on the 31st December last are lower that! 
those in December, 1838. But as the markets 
were advancing at the close of 1838, in conse- 
quence of the stocks (of which comparative state- 
ments, at that time of the year, are usually made) 
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being found to be rather below expectation, so, in 
December, 1839, the markets, in some instances, 
have declined upon its being found that the stocks 
were larger than they had been at the correspond- 
ing period of 1838. As far as I can learn or 
judge, there is no fall of prices in any description 
of produce from pressure of sellers, or in any de- 
gree beyond what might be expected, in the easiest 
state of the money market, from a mere reference 
to the supply compared with the estimated rate 
of consumption. But there is this further most 
important consideration, as bearing upon the ques- 
tion of the connection between the prices of com- 
modities and the state of the circulation, that the 
state of prices, taking the great majority in point 
of bulk and value of the articles, at the close of 
December, 1839*, was higher than it had been in 
August, 1838 ; the comparison of the circulation 
stands thus, 

August 21 . 1 838 ... 19,4-81,000/. 

January 7. 1840 - - - 16,366,000/. 

The Bank rate of interest and discount having 
risen in that interval from 3^ and 4 per cent, to 6 
per cent., and the market rate from 3 per cent, to 
7 and 8 per cent. 

Again, if we take prices as they stood two years 
ago, and compare them with present prices, we 
shall find that, with exceptions hardly worth men- 
tioning, they are higher now than they were then; 
the intermediate variations having been in a very 
extraordinary degree in a direction precisely oppo- 
site to that which, according to the currency theory, 
would have been inferred. Thus, while the circu- 
lation had been increasing between December, 1 837, 

* For the prices at the close of 1839, see in the Appendix 
the quotations in the “ Bankers' Circular” of December last, and 
in the continuation of the Table of Prices, which is appended to 
the second volume of this work. 
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and August, 1838, by about 1,500,000/., and the 
Bank rate of discount had been reduced from 5 to 4 
per cent., and the market rate in a still greater pro- 
portion, the markets for the majority of articles of 
produce at the latter date were drooping ; as, on 
the other hand, we have seen that while the cir- 
culation was in a slow but progressive reduction 
to its recent comparatively low amount, and while 
the pressure on the money market was becoming 
most severe, prices were rising ; the advance of 
prices applying to a larger number and value of 
the articles which are considered as indicative of 
the purchasing power of money, than will be 
found to have been the case in any two previous 
consecutive years. 

It is difficult to conceive grounds of presump- 
tion stronger than these of the absence of the 
necessary connection which is so constantly sup- 
posed and asserted to subsist between variations in 
the amount of the Bank of England issues, or in the 
state of the money market, and the state of prices. 

It may be contended, however, as it has been 
on former occasions of controversy on the question 
of the influence of the currency on prices, when 
the discrepancy, by a reference to the Bank of 
England issues, was too great to be got over, 
that it was the country banks, which, by their in- 
ordinate issues had caused a great rise of prices, 
and by their subsequent contraction a great fall of 
prices. I have examined that point at some length 
in former parts of this work ; and I may have oc- 
casion, when treating more distinctly hereafter of 
the state of the circulation, to refer to the question 
of the connection between the country bank issues 
and the state of prices. I will here only, there- 
fore, observe that a reference to them will not ex- 
plain the phenomena of the state of markets for 
iroduce, inasmuch as the great increase of issues 
lad been in 1838, when nearly all articles, corn ex- 
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cepted, — which exception will of itself go a great 
way towards explaining the cause of this increase, — 
were lower than in 1839 ; and the greatest reduc- 
tion of issues was in progress between June and 
September, 1839, when the markets for nearly all 
descriptions of produce ranged very high. Having 
given the foregoing general view of comparative 
prices, relatively to the amount of the Bank of 
England and country bank issues, I propose in the 
following chapter to examine more particularly 
the causes and effects of the variations which have 
taken place in the circulation in the last two 
years. 
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CHAP. III. 

ON THE STATE OF THE CIRCULATION IN 1838 AND 

1839. 

The state of the circulation has undergone, within 
the two last years, such variations in its relation of 
cause and effect with the exchanges, with the rate 
of interest, with commercial credit, and above 
all, with the position of the Bank of England, that 
a painful degree of public attention has necessarily 
been fixed upon it : and independent of the gene- 
r illy prevalent anxiety to investigate the causes of 
these variations, and to provide, as far as prac- 
ticable, a remedy against their recurrence in such 
a degree as that in which they have recently been 
experienced ; an examination of the circumstances 
which have given rise to them, and of their actual 
and probable consequences, forms an essential 
part of the subject of prices, to elucidate which 
is the object of the present publication, as it was 
of the work of which this is a continuation. 

The most convenient mode, as it strikes me, of 
conducting the examination of the several ques- 
tions to which the phenomena of the circulation, 
in the period under consideration, naturally give 
rise, will be to enquire, — 

1. What have been the causes which, independ- 
ent of the Bank’s regulation of its issues, have 
operated on the exchanges in such a degree as to 
produce a strong tendency to an efflux of bullion ? 

2. How far, if at all, the Bank’s regulation of its 
issues has been connected by the relation of cause 
and effect with the depressed state of the exchange, 
and the consequent drain of bullion ? 
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8. What has been the influence of the Bank’s 
regulation of the paper currency on the variations 
which have occurred in the prices of commodities, 
and of shares in joint stock companies, and on 
the rate of interest ; or, in other words, on the 
markets for produce and for shares, and ou the 
money market? 

4. How far the regulation of the paper and 
credit part of the currency admits of being con- 
ducted without a recurrence of the danger of sus- 
pension of cash payments ? 


Section 1 . — Causes of the recent Depression of 
our foreign Exchanges, and the consequent Drain 
on the Coffers of the Bank of England. 

When treating, in the foregoing chapter, on the 
state of markets for agricultural and other produce, 
it was observed that, with the exception of the 
great rise in the price of wheat, and the disturbed 
state of the cotton trade, and, more recently, the 
great rise in tea; the two years since the close of 
1837 have not been marked by any spirit of specu- 
lation in goods, or by any elevation of prices, be- 
yond such as a fair mercantile view of the relative 
state of supply and demand fully warranted. Nor, 
with the single exception of corn, have the prices 
of commodities in this country, as compared with 
those abroad, been, during that interval, or in any 
part of it, at such a relative rate as to indicate, by 
that criterion, any diminution in the value of our 
currency, compared with the currencies of foreign 
countries. 

It is very material to bear in mind this circum- 
stance, as it furnishes a striking illustration of a 
position which 1 have before had occasion to ad- 
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vance, namely, that, although the prices of com- 
modities form the medium through which the 
tendency to a level in the distribution of the pre- 
cious metals in the commercial world operates, in 
the long run, there are disturbing causes which 
may, during very considerable intervals, act power- 
fully upon the exchanges, and induce, in a con- 
vertible state of the currency, a strong tendency 
to an efflux of the metals, to counteract which, 
extraordinary efforts may be requisite on the part 
of the regulator of the currency, which, in this 
country, i3 the Bank of England ; while, during 
the whole time, there may have been no inter- 
mediate derangement of the ordinary level of the 
prices of commodities. 

The prices of corn, indeed, advanced in the 
co irse of 1838 very much beyond their ordinary 
lex el, of late years, in this country, and beyond the 
level of prices abroad, so as to induce an unpre- 
cedentedly large importation ; the payment for 
which has been one of the depressing causes 
operating upon the exchanges: such occasional 
necessity for extraordinary payments abroad being 
one of the many evils attendant on the corn laws. 
But, as the rise in the price of corn was not caused 
by an enlargement of the circulation — such rise 
having been proved to be justified by a great de- 
ficiency of our own crops — and the importation 
not having exceeded what was necessary to make 
up for that deficiency, it must be regarded, not as 
an indication of a circulation depreciated by excess, 
but as a disturbing cause, operating on the balance 
of foreign payments, much beyond what would 
otherwise have been the balance of trade, in the 
ordinary state of the circulation, such as it then 
existed. However, the extra payments for foreign 
corn, large as they have been, and sudden as the 
call has been for them, have not been of such mag- 
nitude or duration as alone to be sufficient to ac- 
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count for the long-continued depression of the 
exchange, and the consequent uninterrupted drain 
on the coffers of the Bank. The value of the 
foreign corn imported in the two years 1838 and 
1839 may be computed at about 10,000,000/. 
But there was a considerable excess of exports from 
this country in those two years, particularly in 
1839. And although it is probable that, as usual, 
a considerable part of those exports may have been 
for account of the manufacturers or shippers on 
this side, and therefore not immediately available 
as payment for the corn imported ; yet a part of 
that excess of exports must have gone towards 
that payment, the whole of which, therefore, can- 
not have operated in creating the adverse balance 
of payments. Whence, then, the continued heavy 
pressure on the exchanges, which so nearly had 
the effect of draining those coffers dry ? In former 
instances, the large and long-continued balances 
against us of foreign payments, which, on two 
memorable occasions previous to the Bank Re- 
striction Act, nearly exhausted the stock of bullion 
before the exchanges had turned, were plain and 
palpable causes, and so obviously violent in their 
operation, that it is matter of wonder they could 
be counteracted and surmounted ; for surmounted 
they were, and the exchanges were effectually 
turned by a resolute and extraordinary degree of 
contraction of the circulation. I allude to the 
instances in 1782-3, and 1795-6, when the pay- 
ments for importations of foreign corn, though 
large for that period, formed only a small propor- 
tion of the payments abroad, for the maintenance 
and pay of troops and transports, such payments, 
in the latter period, being increased by remittances 
to foreign powers for subsidies. In 1799 and 
1800, and again from 1809 to 1814, foreign extra 
payments for corn, and for military purposes were 
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on a still increased scale, and the paper, being 
no longer convertible, the increased value of the 
foreign currencies, from these causes, was shown 
in a great depression of foreign exchanges. In 
1818 there were large importations, not only of 
foreign corn, but of nearly all other descriptions 
of foreign produce ; and to the payments for these 
were added the remittances for the large foreign 
loans ncgociated, for the greater part, with capital- 
ists in this country. In this instance there was 
some efflux of the metals ; but the remainder of 
the effect of the adverse balance of payments (the 
paper not being then convertible) was felt in the 
exchanges ; which were hardly so much depressed 
(about 8 per cent.) as might have been expected 
from the operation of such powerful causes: and 
yet their mere recovery, upon the cessation of these 
causes, in 1819, is implicitly believed to have been 
the exclusive effect of Peel’s bill. 

The derangement of the circulation, and the 
drain, nearly to exhaustion, of the Bank treasure in 
1825, was the result of many concurrent causes, 
which rendered the whole of the circulation redun- 
dant in such a degree as fully accounted for the 
sudden and extensive pressure on the exchanges, 
and the consequent efflux of bullion. These causes 
I have pointed out, in a former part of this work, 
and I shall have occasion to refer to them here- 
after more particularly. 

In the interval from 1828 to 1832 there was a 
considerable fluctuation of the Bank treasure. 
Twice, during that period, the drain proceeded to 
a great extent, 'file causes, however, admitted of 
sufficient explanation, which already has been given, 
in treating of the circulation during that period.* 
In each of those cases, between 1828 and 1832, 
the drain was surmounted without effort, and 
without any occasion for raising the rate of the 
Bank discount above 4 per cent.; consequently 
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without any observable disturbance of the money 
market. 

On the minor fluctuations of the treasure,- be- 
tween 1832 and 1836, it is unnecessary to dwell, as 
they entailed no consequences worth mentioning. 
The circumstances connected with the reduced 
state of the stock of bullion in 1836 and the early 
part of 1837 were, — 

1. The excessive credits to the United States of 
America, creating a temporary balance of payments 
against this country for American accounts. 

2. The negociation of Dutch and other foreign 
Securities attracted by the low rate of interest here. 

3. An internal demand, although to no great 
extent, for Ireland. 

If to these had been added a demand, in the 
autumn of 1836 for foreign corn, by a deficiency 
of our own harvest, the coffers of the Bank would 
have been in as imminent danger of exhaustion in 
1837 as in 1839. 

Of the causes of the heavy balance of foreign 
payments, which have recently so nearly run the 
Bank aground, those which have been most dis- 
tinctly operative may be classed under the follow- 
ing heads : — 

1. The large importations of foreign corn, the 
computed amount of which, in the two years, was 
to the amount of about ten millions sterling. 

2. The state of financial and commercial rela- 
tions with the United States of America. 

By the financial state, I mean our over-import 
ation of American securities, which were created 
chiefly by bonds of the separate states, and by the 
United States Bank, and othei American bank; ; 
and joint stock companies. 

By the commercial state of our relations with 
that country, as having contributed to the recent 
derangement, I mean, not only a renewed tendenc} 
which there might be to an excess of mere mercan- 
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tile credits, but mainly the peculiar circumstances 
of the cotton trade. • 

3. The state of credit on the continent of Europe. 
It is well known, that in France and Belgium, 
three or four years ago, the system of joint stock 
banks was brought into operation on a very exten- 
sive scale ; not only for purposes of deposit and 
discount, and the ordinary functions of mere bank- 

* The peculiar circumstances to which I allude, were the 
unjustifiable and extravagant operations of the United States 
Bank, followed by the banks of the western and southern 
states, in making advances on cotton to the planters (if not, as 
reported, taking the cotton off the hands of the latter), with a 
view of withholding it from the manufacturers in this country, 
unless it should reach a price adequate to the exaggerated no- 
tions which prevailed on the other side, of the increased value 
which the article ought to bear, in consequence of an ascer 
tained deficiency of the crop. 

7'he shipments of cotton, when they did take place, aftei 
being held back some time, were consigned to agents on this 
side, for the account of shippers on the other side, but were 
still held by that factitious assistance of spurious banking credit ; 
so that, our manufacturers, although mostly out of stock of the 
raw material, bought most sparingly, reducing their mills to 
working short time. This struggle, which was of a kind that 
commonly takes place whenever raw produce is held at what 
the manufacturers consider an exaggerated rate, became, in this 
instance, of importance only from the magnitude of the space 
in our manufacturing industry which is occupied by raw cotton. 
In the struggle, the manufacturers succeeded, as they always do 
when it so happens, as it did in this instance, that the stock of 
wrought goods (in their various stages from yarn to the finished 
article) in hand, both in this country and abroad, had outrun 
the consumption. In truth, to our manufacturers the insane 
attempt at artificially enhancing the price was the most salutary 
occurrence imaginable, as it compelled them to reduce their 
work ; and they thus escaped a loss which they must have sus- 
tained if they had got into stock at the moderate advance which 
in consideration of the deficiency of the crop they might have 
been induced to give. 

But the effect, as regarded our exchanges, was a reduced 
amount of manufactured cotton goods for exportation, while the 
importation of the raw cotton had been mostly paid for by ad- 
vances which the consignees on this side obtained upon it. I 
mention this as one, although a minor item, in the account of 
the causes of the balance of payments against this country. 
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in g, such as the safe and economical transmission 
of funds from one part of the country to another, 
by bills of exchange and credits, but also for the 
circulation of notes payable on demand. There 
was, besides, in both those countries, a very general 
spirit of speculation and over trading, which pre- 
vailed in various ways, one of which was manifest 
in a remarkably great extension of joint stock 
companies for different purposes. 

The effect of these operations, according to their 
extent, and in the degree in which the additional 
medium of paper and credit outran the power of 
absorption without diminished value, must have 
tended', in various ways, to displace a portion of 
the metals equivalent to the excess of paper. And 
it is probable that some part of the tendency to an 
influx of bullion,' which set so strongly into this 
country during the twelve months from May, 1837, 
to May, 1838, may have arisen from this cause. 
But in the autumn of 1838, the Bank of Belgium 
failed, and there was a severe run upon Lafitte’s 
bank in France, accompanied by a considerable 
revulsion of commercial credit, the extent and de- 
gree of which are attested by the number of bank- 
ruptcies in those countries in 1838 and 1839, and 
by a much more severe pressure on the trade and 
manufactures in those countries than has been ex- 
perienced here. 

The inevitable effect of the derangement of com- 
mercial credit in France and Belgium was an in- 
creased value of the precious metals; which, through 
the medium of their foreign exchanges, would there- 
fore be re-imported, and in part, if not chiefly, 
from this country. 

There appear likewise to have been causes in 
operation in the interior of Germany tending to 
an absorption of the metals, but whether to replace 
paper in discredit, or to answer financial' purposes, 
does not appear. A letter, dated Francfort, Sep- 
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tember 8., 1839, inserted in the Times of the 14th 
September, alludes to the prevalence of a report 
“ that some bankers were on the point of answering 
“ orders from their south German correspondents 
“ for a supply of silver coin.” There have likewise 
been, from time to time, other allusions to a de- 
mand from the same quarter for silver in exchange 
for paper. 

The Russian government appears to have found 
an increasing degree of inconvenience from its 
almost exclusive paper currency, however care- 
fully regulated, for some years past ; and accord- 
ingly, by an ukaze issued in July last, it has re- 
stored the former nominal standard, making the 
late paper ruble convertible at the rate of three 
rubles and a half into the silver ruble, which is 
intrinsically worth 35. 3d. With a view to this 
alteration, there is reason to believe that there has 
been, chiefly through Amsterdam and Hamburg, 
and from the interior of Germany and Prussia, a 
considerable absorption of the metals in the two 
last years. 

In some of the German papers, too, mention is 
made of the suspension of specie by the Bank of 
Batavia (Island of Java), caused, it is there said, 
by an unusual demand for silver for China. The 
peculiar state of things in China, connected with 
the proceedings of the government of that country 
against the contraband trade in opium, may have 
added to the causes of demand for silver there. 

Not any one of the causes enumerated under 
the foregoing heads would singly have been suffi- 
cient to produce such an effect on the exchanges 
au to have required any very considerable effort 
on the part of the Bank to counteract it, or, in 
other words, to have occasioned any difficulty in 
the regulation of its issues. But, combined, as those 
causes have been, with the addition, probably, of 
others too deep-seated and remote to admit of 
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being clearly traced, they required, on the part of 
the Bank, £ considerable vigilance to perceive the 
indications, and much promptness and firmness of 
purpose to apply timely and effectual precautionary 
measures. In what degree the Bank’s regulation 
of its issues can be considered as having origin- 
ated and aggravated or counteracted and miti- 
gated, the operation of those causes, will form the 
subject of the following examination. 


Section 2. — On the Regulation of the Bank Issues 
in 1838 and 1839. 


The state of the circulation, which had been 
partially disturbed in 1836 and 1837, had, at the 
commencement of 1838, been restored to a per- 
fectly sound condition. 

The position of the Bank, on the average of the 
three months ending April 3d, 1838, was, — 

£ £ 
Circulation - 18,987,000 Securities - 22,838,000 

Deposits - - 11,262,000 Bullion - - 10,126,000 


Liabilities - 30,249,000 Assets - - 32,964,000 


Here the bullion was in the proportion of more 
than one half to the circulation, and had reached 
the full amount, which, according to the system 
professed by the directors in their evidence in 
1832, was held to be the desideratum, namely, 
the proportion of one third of their liabilities, or 
perhaps, more properly speaking, in the language 
of that evidence, what was considered as a fub 
currency. But however satisfactory was the posi- 
tion of the Bank, if viewed with reference merely 
to the perfect solidity and safety of the then exist- 
ing state of the currency, the accumulation of so 
large a portion of unproductive stock, while the 
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securities had been so considerably reduced on a 
comparison with ’.vhat they had been for some 
time before, gave rise apparently, in this instance, 
to the impatience which has been almost uniformly 
manifested on the part of that establishment on 
similar occasions, to find means of employing a 
portion of it productively. 

In order to the more ready reference to the 
position of the Bank of England at the different 
periods which will be the subject of comment and 
comparison, a table of the Monthly Gazette returns 
is inserted. 


AVERAGE OF THREE MONTHS. 



Circulation. 

Deposits. 

Securities. 

Bullion. 

1838. 

9th January - 
6th February - 
6th March 

3d April 

1st May - - 
29th May 

26th June 

24th July 

21st August 

18th September 
16th October - 
16th November 
13th December 

1839. 

9th January - 
5th February - 
5th March 

2d April 

30th April 

20th May 

25th June 

23d July 

20th August - 
17th September 
15th October - 
12th November 
12th December 

1840. 

7th January - 

£ 

17.900.000 

18.206.000 
18,600,000 

18.987.000 

19.084.000 

19.018.000 

19.047.000 

19.286.000 

19.481.000 

19.665.000 

19.359.000 

18.900.000 

18.469.000 

18.201.000 

18.252.000 

18.298.000 

18.371.000 

18.350.000 

18.214.000 

18.101.000 

18.049.000 

17.969.000 

17.960.000 

17.612.000 

17.235.000 

16.732.000 

16.366.000 

£ 

10.992.000 

11.266.000 

11.535.000 

11.262.000 
11,006,000 

10.786.000 

10.426.000 

10.424.000 

10.298.000 

10.040.000 

9.327.000 

8.949.000 

9.033.000 

10.315.000 

10.269.000 

9.950.000 

8.998.000 

8.107.000 

7.814.000 

7.567.000 

7.955.000 

8.029.000 

7.781.000 

6.734.000 

6.132.000 

5.952.000 

7,1S6;000 

£ 

22,606,000 

22.569.000 

22.792.000 

22.838.000 

22.768.000 

22.648.000 

22.354.000 

22.601.000 

22.747.000 

22.846.000 

22.015.000 

21.171.000 

20.707.000 

21.680.000 

22.157.000 

22.767.000 

22.987.000 

23.112.000 

23.543.000 

23.934.000 

24.905.000 

25.588.000 

25.936.000 

24.939.000 

23.873.000 

22.764.000 

22.913.000 

£ 

8.895.000 

9.543.000 

10.015.000 

10.126.000 
10,002,000 

9.806.000 

9.722.000 

9.749.000 

9.746.000 
9,615,000' 

9.437.000 

9.339.000 

9.362.000 

9.336.000 

8.919.000 

8.106.000 

7.073.000 

6.023.000 

5. 119.000 

4.344.000 

3.785.000 

3.265.000 

2.816.000 

2.522.000 

2.545.000 

2.887.000 

3,454,000 
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The opinions of the mercantile part of the pub- 
lic were strongly expressed, throug the medium 
of the newspapers and banking circulars, in favour 
of efforts to be made by the Bank to get rid of 
some part of their large stock of bullion. And the 
directors seem to have participated in these views j 
inasmuch as they were, induced, after having re- 
duced the rate of discount, in February, 1838, from 
5 to 4 > per cent., to adopt the very anomalous pro- 
ceeding of shipping bullion (gold, it was said) to 
the United States of America. 

It was reported, at the time, that the amount io 
be shipped would reach 2,000,00 01 . ; but, from 
what cause was not stated, the total sum so sent 
fell short of 1,000,000/. In point of amount, 
therefore, as the treasure of the Bank appears at 
that time to have been about 10,000,000/., the 
transmission of a sum under 1,000,000/. would 
not, of itself^ call for any special remark, but for 
two reasons. The one is, that it forms an addi- 
tional instance of the impatience which, as exhi- 
bited on former occasions, the Bank seems to have 
felt whenever there has been an accumulation of 
treasure in its coffers, and of its resort to some un- 
usual effort to get rid of it. The other, anti more 
important purpose in here referring to the trans- 
action, is to notice the motive assigned for a pro- 
ceeding so unusual, namely, to afford to the United 
States Bank, and the other American banks which 
had suspended their cash payments, the means of 
accelerating their resumption of payments in specie, 
and thus to hasten also a revival, of the trade with 
this country. * 

* The measure was greatly applauded by the numerous per- 
sons on both sides the Atlantic who are of opinion that the 
forcing operations of banks are properly applicable to the direct 
purpose of promoting the commerce, manufactures, and.agri- 
culture of the country, by facility of advances ; which, must 
mean, on securities more slender, or at a rate of interest lower, 
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However desirable it might be that the Ame- 
rican banks should fulfil their engagements to 
their creditors, by paying in specie, it was no part 
of the business of the Bank of England to hasten 
their doing so, nor was it for the real interests of 
the American public that the restoration of cash pay- 
ments should be thus artificially accelerated ; for, 
in proportion as the exertions of the banks for their 
resumption, by the reduction of their securities, 
or, in other words, by the contraction of their 
loans and discounts, was superseded by the ex- 
traneous assistance then afforded them, so was 
the ground for their future course less secure : in 
proportion as they found more facility, and less 
discredit, in getting over the effects of their pre- 
vious overbanking, in so far would they be the less 
likely to be deterred from the repetition of the con- 
duct which had brought them into that predica- 
ment. And, as to accelerating the revival of the 
trade between the United States and this country, 
and consequently the demand for our manufactures, 
such being professedly the ulterior purpose of this 
quixotic measure of the Bank of England, any 
proceeding on the part of that body, with such a 
view, is most earnestly and strenuously to be de- 
precated and reprobated. 

The trade of this country requires no such 
fostering and forcing process, by operations of 
the Bank of England, or any other banks, in 
its behalf. An improvement, produced by such 
means, cannot be sound, and still less can the 
Bank which professes to hold out such artificial 
means and resources to trade be considered to 
be under salutary or safe regulation. It is nei- 
ther more nor less than a system of officious in- 
terference, unbottomed on anything like correct 


than, with a due regard to the interests of their proprietors and 
depositors, they would be justified in taking. 
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principle, anil coming properly, therefore, under 
the designation of mere quackery. 

The result, indeed, proved to be so ; inasmuch 
as the United States Bank, had it not received the 
countenance and aid of the Bank of England, 
would not have been in a condition so soon to re- 
new its reckless course, and would not, in all pro- 
bability, have been enabled to aid and abet the 
southern and western banks in their preposterous 
attempts to obstruct artificially the legitimate ope- 
ration of supply and demand in the article of cot- 
ton ; an attempt which, in its failure, recoiled 
with especial force on the parties to it, and was 
also productive of injury to the commerce of this 
country, to favour which was the object of the Bank 
of England in aiding the American banks. 

Excepting this eccentric operation of the Bank 
of England, in the early part of 1838 , its move- 
ments, during the remainder of that year, were 
apparently under correct regulation ; or perhaps, 
more properly speaking, the action of the public 
upon all the elements of the position of the Bank 
was so equally distributed, that, without any effort 
on the part of the directors, the bullion, although 
under a process of gradual reduction, preserved its 
due proportion to the liabilities, which underwent 
a reduction, in a nearly corresponding ratio. 

By the following comparative statement, from 
the monthly Gazette returns of the quarterly ave- 
rages, it will be seen that the state of the currency, 
as exhibited by those returns, from March, 1838, to 
January, 1839, varied little, if at all, from what 
it would have done if the issue of the Bank notes 
had been under separate management, and made to 
vary with the demand for gold. 

Circulation. Deposits. Liabilities. Securities. Bullion. Assets. 

Aprils. 1838, 18,987,000 11,262,000 30,239,000 22,838,000 10,126,000 32,964,000 
Jan. 9.* 1839, 18,201,000 10,315,000 28,516,000 21,680,000 9,336,000 3 1,01 6,0*10 


Decrease 


786,000 947,000 1,723,000 1,158,000 *90,000 1,9*8,000 
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According to this comparison, the circulation 
had, within a difference not worth noticing, of 
40004, decreased in the exact proportion of the 
decrease of the bullion. The proportion , however, 
of bullion to the liabilities had been highest, and 
the amount of securities lowest, at the time of the 
return of the 21st December, 1838, when they 
stood thus, — 

£ £ 

Circulation - 18,469,000 Securities - 20,707,000 

Deposits - - 9,033,000 Bullion - - 9,362,000 

27,502,000 30,069,000 

According to the principle on which the actual 
'amount in each month is computed from the three 
preceding averages, the securities were at their 
lowest point in November, 1838, when they are 
reckoned to have been about 20,300,0004 There 
is nothing, therefore, in the position of the Bank 
thus far that can, in any way, be considered to 
have been indicative of any excess in the circula- 
tion; meaning by the term excess such an enlarge- 
ment of the issues beyond the due proportion to its 
bullion as to be in itself an originating cause of a 
depression of the exchanges, and of the conse- 
quent efflux of bullion. It is, accordingly, from 
this time, and from this state of the securities, that 
the question arises, how far the management, such 
as it has been found to be, was calculated to aggra- 
vate, and did aggravate, the tendency to an efflux 
of bullion : such efflux having been the proximate 
cause of the inconvenient pressure on the money 
market, which became necessary in order to coun- 
teract that drain. And also, how far the measures 
taken by the Bank to stop the drain were judiciously 
chosen. 

The reduction which took place in the securities, 
to the comparatively low amount at which they 
stood in November, 1838, being so much below 
that at which they had ranged for some time before. 
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is accounted for by the circumstance that, while 
several of the securities upon which advances had 
been made to the Northern and Central Bank, and 
to the American houses in 1836 and 1837> must have 
been running off, there was no equivalent supply of 
fresh ones offering, because the market rate of ‘‘in- 
terest had fallen below the rate charged by the 
Bank. When the reduction of the Bank rate of 
discount from 5 to 4 per cent, was announced, 
in February, 1838, the market rate had fallen 
on bills of the same description to 3^ per cent. ; 
and, as the spring advanced, there was a further 
decline of about \ per cent. The period when 
the market rate ofinterest seems to have been at its 
lowest point was in the early part of the summer 
of that year. 

Henceforward there seems to have been a ten- 
dency to an advance in the rate ofinterest, although 
very slow ; and until nearly the close of the year it 
did not reach the Bank rate. By that time, however, 
it became evident to those who paid any attention 
to the signs of the times, that events were in pro- 
gress which should enjoin caution on the part of 
those whose business it was to regulate the circu- 
lation. 

The circumstances which, as causes of a probable 
drain, strongly indicated, towards the close of‘1838, 
the expediency, on the part of the Bank, of keep- 
ing a look out a-head, and of taking precautionary 
measures against the highly probable increasing 
demand for gold, have already been stated, under 
three separate heads. 

These causes were manifesting themselves in 
combined, operation towards the close of 1838, 
and presented signals, which could not be mistaken, 
of impending drain on the. coffers of the Bank, 
requiring strong precautionary measures of coun- 
teraction. But the directors had before, -upon 
principle, disclaimed to act upon anticipation-; and' 
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the interests of the proprietors were opposed to so 
low a state of their securities. Instead, therefore, 
of reducing them, or at least keeping them down, 
the Bank met the increasing demand for money 
(as a rising rate of interest is technically called) 
by increased facilities to borrowers ; inasmuch as, 
in the periodical notice issued on the 29th of 
November, advances were offered till the 23d of 
January following, at 3^ per cent, per annum, not 
only upon bills of exchange, to which the former 
notices were confined, but on Exchequer bills, 
East India bonds, or other approved securities. 

The market rate of interest having, by this time, 
become rather higher than the Bank rate, this 
notice of increased facility, so unaccountably timed, 
inevitably increased the amount of its securities, 
which, in the course of the following three months, 
were considerably enlarged. Notwithstanding this 
increase of the securities — notwithstanding the 
steady advance in the market rate of interest — 
notwithstanding the increasing manifestation of 
the progress of circumstances requiring counter- 
action by a reduction, which could now be effected 
only by means much more forcible and incon- 
venient than would have been requisite a few 
months sooner, — and above all, notwithstanding 
that there had been a diminution of upwards of 
two millions of treasure, the Bank, instead of 
taking warning, and retracing its steps, by a for- 
cible reduction of its securities, actually, on the 
28th of February, 1839, issued a notice offering 
advances until the 23d of April, and on similar 
securities, at the same low rates as by the notice 
of November preceding. And notwithstanding an 
advance which was still in progress in the market 
rate of interest, with a declining state of our foreign 
exchanges, and a consequent increasing drain on 
its treasure, such was the apparent utter uncon- 
sciousness, on the part of the Bank, of approaching 
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disturbance of the circulation, and still more, of 
circumstances threatening its stability, that not a 
single step appears to have been taken which had 
even the semblance of an attempt at precaution, 
until the 16th of May following, when a notice was 
issued raising the rate of discount to 5 per cent. 
The effects of this total disregard of the indications, 
which prescribed a course totally opposed to that 
which was pursued, are exhibited in the following 
comparative view of the position of the Bank. 

Circulation. Deposits. Liabilities. Securities. Bullion. Assets. 

Dec. 21. 1838 , 18 , 469,000 9 , 033,000 27 , 502,000 20 , 707,000 9 , 362,000 30 , 069,000 
May 28 . 1839 , 18 , 214,000 7 , 814,000 26 , 028,000 23 , 543,000 5 , 119,000 28 , 662,000 

Here we have the circulation kept up within 
250,000/. of what it had been at the close of 1838, 
while the securities had been increased by upwards 
of 2,800,000/., and the bullion diminished by up- 
wards of 4,000,000/. 

But, in fact, if the amounts of the securities and 
of the bullion were taken according to computation 
of what they stood at in the months instead of the 
quarterly averages, the contrast would be still 
greater, inasmuch as it would appear that the 
securities were increased by upwards of 3,000,000/., 
while the bullion had been reduced by upwards of 
5,000,000/. 

It is not easy to conceive how it happened that 
the Bank should have suffered such a state of things 
to take place, and to be in progress for six months, 
with every appearance of a feeling of perfect se- 
curity. Such apathy under the increase of its 
securities, while the bullion was fast flowing out, 
is the more remarkable, since it was, in a two-fold 
point of view, at variance with what has been under- 
stood to be the system by which the Bank professed 
to be regulated, according to the explanations of 
that system, in the evidence on the Bank charter 
in 1832. For it was not only stated that the se- 
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curities ought not to vary materially in amount, 
but that it was of importance that the Bank rate of 
discount should be kept generally above the market 
rate, except in periods of discredit or scarcity of 
money. 

The exception, in my opinion, vitiates the rule; as 
I shall by and by have occasion to remark ; but that 
is not here the question : because from November, 
1838, to May, 1839, there was neither commercial 
discredit nor any such scarcity of money as to 
justify, even according to that exception, an in- 
crease of securities, by keeping the Bank rate of dis- 
count under the market rate, as was the case during 
the whole of that time. Indeed there can be no 
stronger evidence of the fact of the Bank rate 
having been below the market rate, than the very 
increase of the securities, which, there is reason to 
believe, were wholly commercial. When at length 
the continued drain of bullion seems to have roused 
the directors to a sense of the necessity of adopting 
some precautionary measures ; and when, accord- 
ingly, on the 16th of May last, they raised the rate 
of discount to 5 per cent., this advance which, 
if it had taken place a few months sooner, might 
have had some influence in keeping down the 
securities, had now no such effect; for the obvious 
reason that the market rate had advanced still more. 
So unconscious were the directors apparently of 
the utter inadequacy of this measure, so hesitatingly 
and tardily applied, that, on the 80th of May, being 
the usual period for shutting the books for the 
dividends, a notice was issued from the Bank offer- 
ing advances at 5 per cent, till the 23d of July, 
on the same general description of securities as in 
the two preceding notices. 

There cannot be a better commentary on the 
shortsightedness which then prevailed in the regu- 
lation of the currency than that, within three weeks 
after the issue of this notice, and while more than 
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one month was unelapsed of the period to which 
the operation of it was announced to extend, it was 
found that the demand thence arising for advances 
on securities was such as must increase the circu- 
lation exactly at the time when, from the state of 
the exchanges, there was an imperative call, then 
become too urgent to be mistaken, for a decided 
reduction of it. The following notices were ac- 
cordingly issued : — 

No. 1. — “ At a Court of Directors, held 20th 
“ June, 1839, Resolved, that the rate of interest 
“ on bills of exchange and notes discounted at the 
“ Bank of England be 5^ per cent., from this 
“ day.” 

No. 2. — “ The Governor and Company of the 
“ Bank of England do hereby give notice, that all 
“ further advances which may be made, in pur- 
“ suance of the order of the Court of the 80th 
“ ult., will be at the rate of 5\ per cent., from this 
“ day, and that such advances will be made on 
“ bills of exchange only.” 

A considerable sensation in the money market 
was excited by these notices, inasmuch as by the 
first of them the charm was broken of the sup- 
posed impassable line of 5 per cent. ; and by the 
second there was an exclusion of securities, other 
than bills of exchange, such other securities having 
been included in the notice of the 30th of May. 

This exclusion had the immediate effect of re- 
ducing the price of Exchequer bills, and, indeed, 
of the public funds generally, by the uncertainty 
which the holders of them were suddenly thrown 
into, as to the power of raising money upon them 
in case of emergency ; the resource of application 
to the Bank being thus cut off! Without, however, 
entering into the question of the wisdom of these 
measures, I mention them here as showing how 
unaware the directors must have been of the force 
of the causes operating as a drain on their trea-. 
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sure, which was rapidly tending to exhaustion, 
to have been obliged thus suddenly to adopt a 
measure so stultifying of that which they had an- 
nounced only three weeks before. As notwith- 
standing the unusual steps thus haltingly taken, 
the drain upon the coffers of the Bank outran them, 
a measure was announced on the 13th of July, 
which, if it had been sincerely intended, and con- 
sistently carried into operation, was best calculated 
for the effect proposed. 

The measure here alluded to was a notice 
issued by the Bank of its being ready to receive 
tenders, on the 17th of July, for the purchase of 
the annuities known familiarly as the dead weight, 
to be made either in money or in the 3 or 3^ per 
i ent. stocks. There was a strong suspicion, on the 
part of the public, that the Bank was not sincere 
in this announcement of an intention to part with 
its dead weight} and that it only made the de- 
monstration with a view to make it appear that it 
was doing all in its power to reduce the circu- 
lation, while, in fact, it was not disposed to make 
any real sacrifice for the purpose. The event has 
given countenance to that suspicion; for when the 
time arrived for making the tenders, it became 
manifest that so high a minimum price had been 
set by the Bank for these annuities as to afford no 
chance that the biddings, for any amount worth 
mentioning, could come up to it. Accordingly 
nothing was done. The announcement proved to 
be, as seems to have been intended, a mere bru- 
tum fulmen ; and here a grave charge rests upon 
the management. 

Instead of the plain straightforward course of 
converting the dead weight securities at a small 
abatement from the highest nominal value, the 
directors resorted to the discreditable expedient 
of applying for assistance to a set of Paris bankers, 
who, after much hesitation, and much humiliating 
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inquiry, consented to grant it. # . The. assistance 
thus resorted to, and the accommodation granted, 
consisted of credits by twelve of the leading firms 
in Paris to the extent of 50,000,000 of francs, or 
2,000,000/. sterling, to be drawn against for ac- 
count of the Bank of England. 

If, after selling a portion of their dead weight, 
and whatever other convertible public securities 
they held, with such accompanying restriction 
upon discounts as might be . rendered necessary, 
in order that the securities should not increase 
through that channel in proportion as the public 
securities were diminished, the contraction of the 
circulation had been still found, although this is 
highly improbable, insufficient to stop the drain ; 
then, and not till then, as a last resource, in the clear 
alternative of a suspension of cash payments, which 
would be the greater evil, would a resort to such 
an arrangement as that with the Paris bankers have 
been justifiable. 

But this extraneous and extraordinary resource 
could not, of itself be relied upon for turning the 
exchanges, which still were such, as with short in- 
tervals of rallying, continued to favour the efflux 
of bullion. The Bank, therefore, with a view to 
keep down the applications for discounts, which 
were still increasing, and thus counteracting its 
endeavours to contract the circulation, raised, by 
a notice dated 1st of August, 1838, the rate of dis- 
count to 6 per cent. 

The lowest amount of the treasure of the Bank 
was, according to the Gazette returns, on the 
average of the quarter ending 15th October, when 
it appeared to be 2,525,000/. ; but the lowest 
actual amount was computed to have been about 
2,300,000/. 

There was no further advance of the Bank rate 
: This arrangement transpired about the 21tli of July. 
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of discount beyond 6 per cent., which seems to 
have been effectual in keeping a strong pressure 
on the money market ; and this, with the aid of 
drafts against the credit of the Paris bankers, ap- 
pears to have been sufficient, with the quantity of 
bullion before exported, to stop the further efflux 
of bullion after the middle of September. 

It is, doubtless, a great point gained, and is 
justly a matter of congratulation for the public, 
that the imminent danger of suspension of cash 
payments has been passed ; and it must, in fair- 
ness, be admitted that, as I have already shown, 
the circumstances leading to the recent difficulty 
were not, in their origin, attributable to any un- 
due enlargement of the Bank issues. But the 
escape has been a narrow one, and attended by 
circumstances of almost national humiliation in 
the application of the Bank of England for assist- 
ance from France. Credit, indeed, is taken by 
the Bank of England, for having, although at the 
risk of suspension, preserved the commerce of the 
country from the injury to it which might have 
resulted from earlier and more effectual measures 
for the contraction of the circulation. But there 
is every reason to believe that earlier measures for 
contraction, on the part of the Bank, would have 
obviated the necessity for more stringent ones 
later, and that the commerce of the country 
would now be in a more satisfactory position if 
the proper legitimate measures for regulating the 
exchanges had been sooner adopted. 

There has been a degree of uncertainty and 
well-founded apprehension, under the too tardily 
adopted measures of precaution, which need not, 
and probably would not, have existed, if the 
Bank, upon the first indication of a decided de- 
mand upon its coffers, had taken measures -for 
reducing the securities, or, at any rate, keeping 
them down instead of enlarging them as it did. 
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The Bank of England cannot, in the recent in- 
stance qf pressure, reasonably charge the country 
banks with having unduly extended their part of 
the circulation, so as to counteract the measures 
of the Bank of England for correcting the ex- 
changes ; for it appears by the Gazette returns, 
that, in the quarter ending 29th September, 1839, 
there was a reduction of their issues of nearly 
1,200,000/., while the reduction of the Bank of 
England issues, in the same interval, was only 
about 300,000/. 

And there is another important consideration 
which renders the state of jeopardy into which the 
Bank had fallen still more distinctly refeiable to 
omission of early precaution ; namely, that the 
whole of the drain has taken place through the 
medium of the exchanges, without the slightest 
extra internal demand, whether from political 
causes, as in 1831-2, or from commercial panic 
and discredit, as in 1825, or more partially by a 
demand for Ireland as in 1836. On the contrary, 
instead of a demand for gold from the country, 
there was, as I understood, through a great part 
of the summer a tendency to an influx of gold 
from the country to the London bankers. More 
than usual, too, it was said, of gold was paid into 
the bankers’ hands by the smaller traders in Lon- 
don, in discharge of the bills on them ; and my 
impression, from what I collected at the time, was 
that the London bankers paid more gold into the 
Bank than for internal purposes they took out of 
it. If so, it should seem that a part of the foreign 
demand was supplied from the internal circulation 
of gold, thus proving practically one of the advan- 
tages of having a considerable portion of gold as 
currency, and at the same time leading to the in- 
ference that the demand for exportation has been 
greater than appears by the mere difference in. the 
stock of bullion, as stated in the Gazette returns. 
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Now, according to the system professed on the 
part of the Bank, in the examination before the 
committee on the charter, in 1832, it was stated 
that although against the effects of political dis- 
credit and internal demand, the Bank could not 
be perfectly secure, the foreign exchanges could 
always be rectified without a crisis * : by crisis 
being understood, as I conceive, a near approach 
to, but not actual suspension. 

How then has it happened that, without wars 
or revolutions abroad, and without commercial 
discredit or political convulsion or panic leading 
to an internal demand for gold, the Bank has not 
so regulated its issues as to rectify the exchanges 
which, according to the system propounded in 
1832, it would be able to do under any circum- 
stances but those of political discredit or internal 
panic ? 

It is quite clear that no system at all has 
been followed, and, what is more, no system has 
existed. The principle which is supposed to have 
been propounded by the directors in 1832, and 
which has been reasoned upon in the controver- 
sies to which the partial disturbance of the cir- 
culation gave rise in 1836-7, will be found on 
examination of the terms in which it was an- 
nounced and explained to be nothing like an in- 
telligible principle. The exceptions and reserv- 
ations overlay the rule, and leave the management, 
such as it has been, clear of the charge of incon- 
sistency, simply, because no consistent principle 
has been laid down for its guidance. 

The rule or principle which was understood to 
be laid down by the evidence of the Bank direct- 
ors was, that their securities should be kept at h 
nearly uniform amount, and their bullion at about 
one third of their liabilities. 


# Evidence of J. H. Palmer, Esq., question and answer 673. 
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Such is the general impression as to the rule sup- 
posed to be laid down ; but, upon a nearer view of 
that evidence, it will not be found to bear out that 
impression. With regard to the supposed rule of 
keeping the securities even, there is nothing in the 
evidence from which it can be inferred that it is 
considered by the Bank as its duty so to keep them. 
All that appears about the proportion of one third 
of bullion to the liabilities, is, that when that pro- 
portion exists, it is considered to be a full currency, 
and a desirable state of it; but not a syllable is said 
of the necessity or expediency of any effort for pre- 
serving it, still less for recovering that proportion. 

It appears, moreover, upon reference to that evi- 
dence, that the directors, conceiving that among 
the duties of the Bank of England is that of accom- 
modating the commerce and supporting the credit 
of the country, consider themselves bound, when- 
ever there is a pressure for money, to come in aid 
of the mercantile interests. Thus it occurs that, 
as soon as anything like a pressure for money, or 
simply a rise of the market rate of interest takes 
place beyond what happens to be the Bank rate, 
and which pressure for money, if allowed to take 
its course, is calculated to correct the exchanges, 
the Bank, upon the plea of accommodation to the 
commerce of the country, presents a source, 
through the medium of discounts, which effectually 
counteracts that process. If Exchequer bills, under 
such circumstances, are sold by the Bank, the re- 
duction, thus effected, of the securities, on one 
hand, is compensated, and- sometimes more than 
counterbalanced, on the other hand, by an increase 
of discounts; and there is hence an increase of 
securities at the Bank, precisely when there ought 
to be a diminution of them. This assumption of a 
duty, on the part of the Bank, adds greatly to the 
difficulty and delicacy of its position. 

It is difficult enough to reconcile, in all .cases . 
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the interests of the proprietors with the interests 
of the public ; but when, in addition to these two 
sometimes conflicting interests, the claims of mer- 
chants seeking loans or discounts are allowed as a 
matter of right, it is no wonder that no consistent 
rule is followed ; or rather, I might say, that there 
is some consistency in always increasing the secu- 
rities when, according to the system professed, they 
ought to be reduced. Indeed, it is obvious that 
this must generally, if not always, be the case, 
inasmuch as, among the three branches of duty 
which the Bank thus has to perform, the increased 
applications for loan or discount are always favour- 
able to the interests of the proprietors. The appli- 
cants, therefore, for discount, being supposed to 
represent the commerce of the country, are placed 
in the fore ground as opposed to the reduction of 
securities, or, in other words, to an effectual con. 
traction of the circulation, when the interests of the 
public, in the maintenance of the convertibility of 
the paper, require it. 

In order to avoid the possibility of my mis-stating 
the rule, and the exceptions and qualifications, I 
will quote those parts of Mr. Horsley Palmer’s evi- 
dence that relate to the points in question, con- 
stituting the whole of the grounds on which have 
proceeded the controversies that have more or less 
occupied the attention of the public respecting the 
conduct of the Bank during the last four years. In 
the extracts from, and comments upon, that evi- 
dence, which I am about to make, 1 wish it to be 
distinctly understood that I do not, in the slightest 
degree, propose to detract from the justly merited 
encomiums which have been bestowed on that evi«. 
dence, as containing an admirable and luminous ex- 
planation of the working of the system of the Bank 
in all its parts. It is only on one or two points of prin- 
ciple that I venture to dissent from the views stated 
in that evidence, as they are of great importance in 
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the question of management. Some years having 
elapsed since the evidence was given, every allow- 
ance is to be made for possible changes or modifi- 
cations of opinion from subsequent experience. 
But consideration for the commerce of the country 
has, avowedly, on the part of the Bank, so much 
influenced its proceedings, in its very irregular 
management of the currency within the last four 
years, that, whether Mr. Palmer adheres or not to 
the doctrine expounded by him in his evidence, 
it must be looked upon as having been adopted by 
the Bank. 

The first question asked relating to the principle 
of regulation was in the following terms (the 
italics are not in the original, and are intended to 
mark the passages which appear to me to be de- 
serving of special notice) : — 

“ 7 2 . What is the principle by which, in ordinary 
“ times, the Bank is guided in the regulation of its 
“ issues ? — Answer. The principle, with reference 
“ to the period of a full currency, and consequently, 
“ a par of exchange, by which the Bank is guided 
“ in the regulation of its issues (excepting under 
“ special circumstances) is, to invest and retain in 
“ securities bearing interest, a given pipportion of 
“ the deposits and the value received for the notes 
“ in circulation ; the remainder being held in coin 
“ and bullion : the proportions which seem to be 
“ desirable under existing circumstances may be 
“ stated at about two thirds in securities, and one 
“ third in bullion : the circulation of the country, 
“ so far as the same may depend on the Bank, 
“ being subsequently regulated by the action of the 
“ foreign exchanges.” 

Mr. Palmer, in a subsequent answer (293), said, 
“ I wish the committee to understand, that when I 
“ used the terms two thirds and one third, I meant 
“to allude to the period of a full currency, prior 
“ to the commencement of a demand ; the pro- 


ven,. in 
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“ gress of a demand reduces the proportion ; but 
“ when the demand ceases, and the exchanges reas- 
“ sume a favourable character , then we are in a 
“progressive state to reassume our proportions.” 

Hence it appears, that when the proportions are 
reduced by a demand for bullion, there is no effort 
on the part of the Bank to restore those propor- 
tions, trusting to a spontaneous turn of the ex- 
changes for a return of the bullion. 

A rule or principle like this, applied only to 
ordinary times, and guarded by the reservations 
which 1 have marked with italics, amounts, it will 
be observed, to little or nothing. The witness, 
however, after explaining that the liabilities in- 
cluded the deposits, is further asked, — 

“ 78. According to your description of the prin- 
“ ciple upon which the affairs of the Bank are 
“ conducted, do not the directors of the Bank of 
“ England possess the power of regulating the 
“whole circulation of the country? — Answer. 
“ The Bank is very desirous not to exercise any 
“ power, but to leave the public to use the power 
“ which they possess of returning bank paper for 
“ bullion. 

“ 79- Would the exchanges be corrected if the 
“ amount of currency was left wholly in the hands 
“ of the public? — Answer. They have been prin- 
“ cipally corrected under that management. 

“ 80. Is the Bank exposed to no inconvenience 
“ by waiting to have the correction applied in this 
“ manner, in preference to itself interfering, by 
“ that power, to diminish the circulation in case of 
“a fall of the exchange? — Answer. — No; pro- 
“ vided they are adequately supplied with bullion 
“ when the exchanges are at par, and which pro*. 
“ portion I have stated to be about one third. 

“ 81. Does not the Bank, if it thinks proper, 
“ possess the power of extending the currency, or 
“ of diminishing it, without waiting for the inter- 
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“ ference of the public? — Answer. It lias the 
“ power. 

“ 82. Would the Bank forcibly contract their 
“ issues by a sale of securities during an unfavour- 
“ able course of exchange with foreign countries ; 
“ and would they forcibly extend their issues by 
“ the purchase of securities, when the exchange 
“ was favourable? — Answer. I think not, except 
“ under special circumstances. 

“ 83. You mean to say that the Bank would 
“ not forcibly do that, but that it would leave it to 
“ the public to act upon the Bank, and produce 
“ the effect at which it would arrive? — Answer. 
“ I do. 

It appears, by the accounts before the com- 
“ mittee, that, for the four last years (1827 to 
“ 1832) the amount of securities varied very little ; 
“ do you consider it important in the management 
“ to keep the securities at nearly the same amount? 
“ — Answer. As nearly as the same can he ma- 
" naged. ” 

The fact noticed in the last question, namely, 
that the securities had varied little during the four 
years preceding May, 1832, is material; because 
a reference to it naturally led to the supposition 
that the comparative equableness of the amount 
had been the result of management, and had, ac- 
cording to answer 79. corrected the foreign ex- 
changes, under considerable variations in the 
amount of bullion : and this impression added 
great weight to the announcement of the principle 
by which it was supposed to be effected. But in 
truth, the Bank was nearly passive as to all the ele- 
ments of its position *, in those four years, with the 

* The expression of elements of the position of the Bank is, 
I am aware, open to criticism as being an unusual application of 
the terms. My excuse for the employment of them is,’ tliat I 
cannot readily find others which so compendiously and clearly 
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exception of some remittances of silver to Paris in 
exchange for gold. The securities were preserved 
from great variation by two causes : 1st, the very 
large stock of bullion before the drain commenced. 
2d, The market rate of interest never rose above 
the Bank rate of 4 per cent. * The applications, 
therefore, for discount were on a restricted scale, 
and the conflicting duty imposed upon itself by 
the Bank of accommodating the commerce of the 
country did not come into play. 

I have before + remarked at some length upon 
the state of the circulation in those four years, and 
upon the apparently satisfactory working of the 
supposed rule. 

It appears by the following answer, that the 
term “ regulation of issues, according to the foreign 
“ exchanges,” ought rather to have been that, in 
such cases the foreign exchanges regulate the 
issues ; but, even in those cases, there must be an 
implied assumption that the securities are un- 
varied. 

“ 122. How do you regulate your issues ac- 
“ cording to the foreign exchanges ? — Answer. 


convey the meaning which I here attach to them ; a meaning 
which must often be referred to. By the position of the Bank, 
I mean its situation or condition with reference to the four cir- 
cumstances entering into the view of it as presented to the 
public by the monthly returns, namely ; the circulation and the 
deposits on the one side, and the securities and the bullion on 
the other. Those four circumstances I designate as the ele- 
ments, and the state of the Bank, as composed of those elements, 
I consider as its position. With this explanation, it will be 
found, that although this use of the terms is somewhat strained, 
it has the redeeming quality of being concise and distinct. * 

* Mr. Gurney, in his evidence, Bank Charter Report, 1832. 
— “ The value (interest) of money was 2£ per cent, in London 
up to the end of 1830; then it rather suddenly jumped up to 
4 per cent. ; and it has ranged between 3 per cent., and 4 per 
cent, ever since, rather tending downwards to 3 per cent.” 
t Vol. II. pp. 220—222. 
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“ By the notes being returned for gold or silver 
“ for export. 

“ 123. Do you regulate them from the returns 
“ you have of what the foreign exchanges are, or 
“ from the action which takes place upon the 
“ Bank ? — Answer. The action which takes 
“ place upon the Bank, 

“ 124. Do you find that the alteration in the 
“ action upon the Bank is simultaneous with an 
“ alteration of the rate of the foreign exchanges ; 
“ and that it is the case invariably ? — Answer. 
“ Certainly.” 

Then comes a question, the answer to which is 
worthy of notice. 

“ 125. Do you not sometimes anticipate the 
“ actual action upon the Bank, by the demand for 
“ gold, when you see there is a tendency in the 
“ foreign exchanges to produce that action ? — 
“ Answer. No; we wait for the actual demand.” 

The disclaimer, therefore, of the directors, in 
1836, of being bound to anticipate and conse- 
quently to reduce, instead of extending, the se- 
curities, from a view of circumstances which they 
already foresaw must lead to a considerable de- 
mand for gold, was perfectly consistent with the 
practice here explained. 

The committee, after several intermediate ques- 
tions on other .points, very naturally come to in- 
quire how the Bank manages to keep its securities 
nearly even. 

“ 148. You stated that the principle was to 
“ keep the amount of securities in your hands 
“ nearly the same ; do you, in order to effect 
“ that, restrict your discounts upon the bills of 
“ private individuals? — Answer. No. 

“ 149. Does it ever occur that the amount of 
“ private bills accumulates beyond its average 
“amount? — Answer. Yes. 

“ 150. In such case, how do you keep the 
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<c whole amount of your securities at the same 
“ amount? — Answer. By a sale of part of the 
“ government securities. 

“ 151 . Then, when you said that you have 
“ never forcibly contracted the amount of cur- 
“ rency, you do not mean to exclude your selling 
“ securities in the market, in case the securities 
“ accumulate in your hands? — Answer. If there 
<c be a demand for an increase of the issues upon 
“ commercial bills, the Bank find the means of 
11 supplying the demand by a sale of part of their 
“ government securities*, thereby providing that 
“ the amount of their securities be not increased \ 

but merely their character changed ” 

This last answer is the only one which is not so 
guarded by qualifications as to convey nothing like 
a distinct rule. Here it is clearly admitted, as the 
duty of the Bank, in regulating its issues, with a 
view to correcting the exchanges, to sell govern- 
ment securities corresponding in amount with the 
increase through the medium of commercial bills ; 
and it remains with the Bank to explain why this 
was not done, as there is no question that the re- 
sort to such sales, in sufficient amount, accom- 
panied by an advance in its rate of discount, would 
have superseded the unfortunate necessity of re- 
course to the humiliating expedient of assistance 
from the Paris bankers. 

The conduct, indeed, of the Bank in July 
last, with reference to the dead weight, is quite 
decisive of glaring inconsistency with this clearly 
laid down rule ; and never was there occasion 
more urgent for adhering to it. For how did 
the matter stand? By the public notice from 
the Bank, inviting tenders for the dead weight, 
there is the most unequivocal proof that, in the 

* In answer to some previous questions, Mr. Palmer liad stated 
that the dead weight annuities were marketable securities. 
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opinion of the directors, a sale of a part of those 
securities, sufficient to meet the increase of com- 
mercial bills, was desirable for a contraction of 
the currency, with a view to abate or stop the 
rapid drain on their coffers. If there had been 
no offers, or, in other words, if those securities 
had proved upon that trial not to be marketable, 
the inability to sell would have been an available 
plea. Or, even if the terms offered, or likely 
to be obtained, had been so ruinously low as 
to have entailed a heavy loss upon the terms on 
which the annuities had been purchased from the 
public, there might have been something like an 
excuse, although not a valid one, lor hesitation in 
effecting the sale. 

But there was no such excuse. The securities 
were ascertained to be perfectly marketable on 
terms which left a large profit on the purchase, 
and it was only a question of a quarter, or at the 
utmost, of half a year’s purchase, that stood in 
the way of realising a sufficient amount. The 
Bank is, therefore, reduced to this dilemma ; the 
conversion of a part of these securities was, or 
was not, desirable with a view to the due regu- 
lation of the currency. If it was not desirable for 
that purpose, why announce an intention of sale, 
for there could be no other purpose in it ? If it 
was desirable for the public interest, with refer- 
ence to the state of the currency, how can the 
difference of a quarter or half year’s purchase, a 
difference which could not in the slightest degree 
affect the public interest, be urged as a plea for 
foregoing the sale ? It is hard, indeed, to believe 
that, on this most important occasion, the interests 
of the public were not sacrificed to the supposed 
interests of the proprietors ; I say supposed, 
because it may well be doubted whether the 
alternative resorted to, of assistance from France, 
will not, in all its consequences, prove .more in- 
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jurious to the interests of the proprietors than 
the sale of even a considerable portion of the dead 
weight. 


Sections. — Doctrine of the supposed Duty of 
the Bank of England to accommo date the Trade, 
and to support the commercial Credit qf the 
Country. 

Previously to giving the questions and answers 
•which relate to the supposed duty of the Bank to 
extend its discounts in periods of pressure on the 
money market, it may be desirable to point out an 
ambiguity in the use of the term accommodation, 
as applied to banking. 

Its original and legitimate signification applies 
simply to the convenience of banks as places of sufe 
deposit for money, and for the convenience of mak- 
ing payments by cheques ; also for the transmission 
of sums for account of its depositors to different 
parts ; and, in some cases, for finding suitable invest- 
ments. The safety and facility with which the 
banks answer the several purposes of convenience, 
required by their customers, form the measure of 
the accommodation for which they are instituted 
and supported : and that is the only sort of accom- 
modation which they are bound to afford as a duty . 

The terms upon which the accommodation is 
afforded are commonly determined by competition, 
and consist, for the most part, in the power which 
the banks have, by consent or custom, of employ- 
ing on discount or loan such part of the monies, 
lodged with them as, upon an average, or according 
to stipulation, is not likely to be called for by the 
depositors. It is, in these cases, essential to the 
bankers, as remuneration for their trouble, and the 
expenses of their establishment, to lend the sur- 
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plus funds on available securities. It is their 
interest to lend as much as they can venture to do 
with safety ; but it is no part of their duty, and it 
is only a part of their functions, because they could 
not otherwise so well accommodate their depo- 
sitors. 

With regard to banks which issue promissory 
notes, the privilege is granted them- by the state 
for the purpose of having a more convenient cir- 
culation than that of gold, and equally safe, for 
payments of 51. and upwards ; and the manner in 
which the banks obtain a profit on the issue, is 
through loans or discounts. They lend for the 
interest to be derived, and not as a part of their 
duty.* 

It is common, when a person applies for dis- 
count or loan, to speak of his being accommodated 
with the advance ; and the facility of borrowing 
is no doubt an accommodation to those who have 
occasion to avail themselves of their securities or 
credit, for the purpose of raising money upon them. 
Hence a vague notion prevails, that when the ac- 
commodation of banking is talked ofj it is supposed 
to be an institution for the purpose of enabling 
persons to borrow t, instead of being merely for 

* Bankers may, indeed, enter into stipulations, or allow it to 
be understood, with persons who give them their business as 
depositors, that a certain amount of advances, cither on personal 
security or by the way of discount, will be granted to such de- 
positors ; and so far it may be of the nature of a duty towards 
such parties. But prudent bankers take care not to commit 
themselves to stipulations of that kind, so as to interfere with 
the paramount duty of fulfilling their own engagements. And 
at any rate, this is widely different from the notion that banks 
are institutions for the benefit of borrowers. 

t There are striking instances of this notion in the evidence 
before the committee on the Bank of Ireland charter, some of 
the witnesses examined making it a matter of serious charge 
against that bank, that it would not always give sufficient ac- 
commodation, or rather the accommodation required, in t^e way 
of discount for other banks; while it maybe observed, by the. 
way, that it is rather questionable whether it is quite right or 
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the purpose of affording safe custody, and more 
convenient channels for the employment of de- 
posits, than the owners could conveniently find for 
themselves ; or of administering to the public a 
convenient and safe substitution of paper money 
for coin. 

The effect of this vague notion of accommo- 
dation is, that there seems to be a claim of right, 
or something very like it, on the part of mer- 
chants and traders for loans from bankers, with an 
implied assumption that such applications should 
be complied with, in cases where the wants of the 
applicants may indeed be urgent, but where also 
the bankers have not the money to lend without 
endangering their ability to fulfil their engage- 
ments — their primary and paramount duty to their 
depositors, and the holders of their notes. It is 
commonly said on such occasions, that the banks, 
and more especially the Bank of England, are 
bound to make an effort, and depart from their 
usual course of prudence, for what, in the phrase- 
ology of this doctrine, is called the support of 
commercial credit. 

In the following extracts, the judiciousness of 
the answers, saving only the exceptions of discredit, 
contrasts strongly with the glaring misconception 
which the questions involve of the object of dis- 
counts in the business of banking. 

“ 173. Do you not hold that the discount of 
“ private paper is one of the worst means which 
u the Bank, as a bank of issue, can adopt for re- 
“ gulating its notes? — Yes; provided they are 
*« adequately supplied with other marketable se- 
“ curities. 

<c 174. Upon what grounds do you form that 
“ opinion? — Because such a sy stern materially in - 


creditable that one bank should apply to another bank for dis- 
count at all, except under peculiar circumstances, which might 
carry the excuse for such a course along with them. 
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“ terferes with the action of the private bankers of 
“ London ; and further, it tends in my opinion to 
“ that extension of the circulation which might prove 
€€ prejudicial to the Bank . 

<c 175 . Then your answer applies only to a state 
“ in which discounts can be easily obtained from 
“ private bankers? — It applies to those periods. 

“ 176. Would it not have a considerable effect 
“ upon the commerce of the country , if there were a 
“ scarcity of cash for discount in the market, and 
“ the Bank of England did not come in to supply 
“ that deficiency? — I know no scarcity, as affecting 
“ the circulation of the Bank of England except 
“ discredit, and such as may arise out of the foreign 
“ demand for bullion in times of an unfavourable 
“ exchange. 

“ 177* Id case of a deficiency of 1 capital for carry- 
“ mg 07 i the concents if the country , and that it can- 
“ not be procured from private bankers or brokers, 
“ would not the aid of the Bank of England , in 
“ discounting bills, be very advantageous to the 
“ country ? — I do not know what is meant by a 
“ deficiency of capital as respects the Bank. In a 
“ time of discredit, it is extremely desirable that the 
“ Bank should grant the requisite aid to the 'public 
“ by an increased issue of their notes ; and there 
“ are times when the Bank may afford considerable 
“ facilities to the commercial interests through dis- 
“ counts, by changing a part of' their Exchequer 
“ bills into securities of the former character. 

“ 178. Then you think that the Bank of England 
“ should be a bank of discount only in cases of 
“emergency? — I think so, with the exceptions 
“ above referred to. 

“ 179. Is not the accommodation of discount to 
“ the commerce of the country one of the main ob- 
“ jects for which the Bank has ever been instituted, 

“ and for which all banks are instituted? As an 
“ exclusive bank of issue in the capital, it ap* 

“ pears to me that it cannot beneficially conduct 
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“ a discount account to any great extent with 
“ individuals, except in times of discredit. When 
“ the circulation is full, a competition with the 
“ hankers would, in all probability , lead to excess, 
“ in addition to other difficulties which would occur 
“ in the attempt, on the part of the Bank of England, 
“ to regulate their issues through that channel ” 

There cannot be a more striking commentary 
than the concluding sentence of this last answer, 
on the advances by the Bank to the money-brokers 
in the autumn and winter of 1 835-6. The circu- 
lation was then full, and the competition with the 
bankers, by this use of the extra deposits, as they 
were called, led to excess, not in the issues of 
bank notes, but in the extension of credit ; and 
thence the difficulties which occurred in the at- 
tempt on the part of the Bank to regulate their 
issues through that channel, namely, of the discount 
market. 

It is impossible to convey in clearer terms than 
in the following answers, the legitimate functions 
of the Bank of England, and in the questions, the 
doctrine of the ultra currency theory. 

“ 181. What do you consider as the principal 
“ function which it is the duty of the Bank to per- 
“form? — Answer. To furnish the paper money 
“ with which the public act around them, and to 
“ be a place of safe deposit for the public money, 
“ or for the money of individuals who prefer a 
“ public body like the Bank to private bankers. 

“ 182. Are not those functions the functions of 
“ a government rather than a private company ? — 
“ Answer. That is for the government to deter- 
“ mine. 

“ 183. Then the benefit conferred is merely the 
“ substitution of paper money in the place of specie, 
“ and not from accommodation to the industrious 
“ classes. — Answer. I think the Bank cannot 
“ satisfactorily offer that accommodation while 
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“ th$ir circulation is so employed by other estab- 
“ lishments. 

“184. What establishments do you allude to? 
“ — Answer. The bankers of London and the 
“ country. 

“193. Do not you think that the Bank of Eng- 
“ land would have very little answered the purposes 
“ of its establishment, if it had not been prepared 
“ to give circulation to the commerce of the country 
“ by means of those discounts? — Answer. I hold 
“ it to be impossible that the Bank can ever with 
“ any propriety issue upon discounts below the 
“ market rate .” 

Then, however, comes a question, the answer to 
which conveys the assumption on the part of the 
Bank to consider as one of its functions that of 
upholding the credit of the country. 

“ 198. You do not mean to say that one of the 
“ objects of the Bank of England is not to afford 
“ accommodation to the commercial classes, but 
“ what you mean to say is, that you do not con- 
“ sider it advisable that the Bank should found 
“ their issue upon commercial discounts, that that 
“ is a bad means of establishing the issue ; but that, 
“ under peculiar circumstances of pressure, the 
“ Bank may come forward and assist most mate- 
“ rially by discounting private paper? — Answer. 
“ That is precisely my view. The Bank of England 
“ is required to provide a requisite supply of paper 
“ money for the average circulation of the sphere 
“ on which it acts, and to uphold public and pri- 
“ vate credit when called upon. When commer- 
“ cial credit is affected, it is in such times that the 
“ credit of a great body like the Bank of England 
“ is available, and has the power to uphold the 
“ credit of the country.” 

This self-imposed duty of the Bank to uphold 
the credit of the country would, in my opinion, 
be found, under many conceivable circumstances, 



108 


STATE OF THE CIRCULATION 


to be incompatible with the maintenance of its own 
credit, that is, with the fulfilment of its own en- 
gagements to pay its notes in coin. 

Mr. Palmer, in a subsequent examination, gave 
the following explanation of the main points of 
the principle which he had wished to convey in 
his former evidence. 

“ 477- 1° answer to a question by the committee, 
“ you are supposed to have stated it as your opinion 
“ that the Bank of England ought to confine itself 
“ to public transactions and the management of the 
“ currency of the country, and not to interfere with 
“ the general commercial discounts in the metro- 
“ polis : is that your opinion, or do you wish to give 
“ any explanation upon that answer. — Answer. 
“ With reference to the answers which I have 
“ given in the former examination, I am appre- 
“ hensive of having been misunderstood with re- 
“ spect to the opinion I enter atin of the functions 
“ of the Bank in London, as a bank for commer- 
cial discounts ; my intention was to impress upon 
“ the committee an opinion, that in ordinary times, 
“ the leading functions of the Bank of England 
“ have been to furnish, upon a stated principle, an 
“ adequate supply of paper money convertible into 
“ coin and bullion upon demand, and to act as a 
“ bank for safe depositof public and private money ; 
“ and in so acting, that it is not deemed to be de- 
“ sirable to attempt to regulate the amount of issues 
“ of the Bank in London through commercial dis- 
V counts, but that there are occasions and circum- 
“ stances when the functions of the Bank, as a bank 
“ for commercial discounts in the capital, have 
“ been, and ever must be, of the first importance to 
“ the country. The reasons which appear to me to 
“ exist against the regulation of the amount of issues 
“ through commercial discounts in London arise from 
“ the magnitude of the deposits in the possession if 
“ the bankers of London and other individuals seek- 
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“ mg employment with which the Banlc ought not , 
“ in my opinion, to interfere. The Bank fixing a 
“ public rate of interest, at which it may be willing 
“ to discount all- approved bills of a given descrip* 
“ tion, and being the only body issuing money ad 
“ libitum, within the sphere of the circulation of 
“ such bills, thereby fixes the maximum of the rate 
“ of interest during the existence of such notice, 
“ and consequently, all persons having money 
“ already in existence to employ, must necessarily 
“ offer to lend it under the Bank’s public rate, ex- 
“ cept in times of actual scarcity or deficiency of 
“ money currency. If the Bank were required to 
“ hold no other securities than commercial bills, 
“ they would be under the necessity of acting in 
“ common with all other parties, viz., by competi- 
“ tion in the purchase of bills of exchange at the 
“ existing market rate of interest. It is that com- 
“ petition with private bankers and individuals in 
“ London which seems to me to be so olyection- 
“ able ; and if the plan hitherto acted upon answers 
“ the public objects, I can see no benefit in a 
“ change. In order to place that part of my 
“ opinion clearly before the committee, which has 
“ reference to the period when the action of the 
“ Bank, as a bank for commercial discounts in 
“ London, is one of the greatest public importance, 
“ I beg to state that those functions of the Bank 
“ are exhibited when a scarcity of money, or dis- 
“ credit, exists in the London commercial money 
“ market. The market rate of interest will then 
“ advance to that previously fixed by the Bank, as 
“ their public rate for commercial bills, which will 
“ occasion such bills to be immediately sent to the 
“ Bank for discount. The Bank then becomes the 
“ main support of the commerce of the country. 
“ A material difficulty exists, under the present 
“system, of affording, during the period. of a 
“ scarcity of money, that quantity of issue which 
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“ the commerce of the country might in such time 
«* require, viz. the limitation by law of the rate of 
“ interest to 5 per cent, per annum ; it being evident 
“ that, in the event of the foreign exchanges being 
“ adverse, the Bank might not only be under the 
“ necessity of raising the rate of interest to that 
** maximum , but afterwards, as the only resource 
“ left, be compelled to limit the quantity or descrip- 
“ tion of bills to be tendered for discount ; either of 
“ which last measures would be equally detrimental 
“ to the commerce of the country.” 

Here is the same assumption on the part of the 
Bank of a duty to support the commerce of the 
country. There was, indeed, so far a reason for it 
under the circumstances at the time when this evi- 
dence was given, that the usury law then existed 
in all its rigour and impolicy. Still the opinion is 
expressed in the foregoing evidence, that limiting 
the quantity or description of bills to be tendered 
for discount would be detrimental to the commerce 
of the country. 

This doctrine is specious and popular, and the 
motives of the directors, in being guided by it, may 
be praiseworthy, but it is essentially unsound and 
unsafe ; and as long as it is entertained and acted 
upon, at least without a very much larger amount 
of bullion than has hitherto been retained , there 
can be no consistency in the regulation of the issues, 
nor can there be any security against a frequent 
recurrence of the danger of suspension of cash 
payments. 

The commerce of the country is, happily, of such 
vigorous growth, both in its root and branches, as 
not to require for its protection, from the adverse, 
contingencies inseparable from all trade, the special 
protection of the Bank of England ; the prospect 
of protection so held out being neither more nor 
less than a resource against the effects of over- 
trading. 
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Now in all cases of overtrading, the parties, as 
they took the chance of gain on capital beyond 
their own, are bound to abide the inconvenience, 
or loss, incidental to disappointment in the con- 
tinued use of borrowed capital, after the expiration 
of the time for which it was lent. An advance in 
the rate of discount is, doubtless, disadvantageous, 
being either a deduction from profit, or an aggra- 
vation of loss to those merchants and traders who 
are obliged to borrow (for discounting is a form of 
borrowing) when there is an advance in the rate of 
interest; but, on the other hand, there is a corre- 
sponding advantage on a fall in the rate of discount, 
and is among the inevitable elements of uncer- 
tainty attending all engagements for future pay- 
ment, in cases in which the means of discharging 
pecuniary engagements involve a necessity for the 
conversion of securities. * 

The case of the increased issues of the Bank, at 
the close of 1825, when its treasure was reduced 
to the lowest ebb, is commonly adduced as an in- 
stance of beneficial interference in support of credit ; 
such enlarged issue being at decided variance from 
the principle which enjoins contraction of paper in 
proportion to the demand for bullion. The circum- 
stances of that case were so peculiar, the impending 
and paramount evil of suspension was so imminent, 
that resort to some desperate remedy might be con- 
sidered to be justifiable. And as the foreign de- 
mand for gold had ceased, and the internal demand 
had arisen chiefly from the discredit of the country 
circulation, there were reasonable grounds for an- 
ticipating a degree of benefit which might be 

* As far as relates to our foreign commerce, the utmost pro- 
bable fluctuations of the rate of interest are of very inferior 
importance, and a source of much less uncertainty, and perplexity, 
and risk of loss, than variations in any marked degree of 
the exchanges, such as occurred in this country during $he war, 
such as have recently occurred in the United States, and such 
as are perpetually occurring in the states of South America. 
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allowed to outweigh the objections on general 
grounds to such a measure. But the precedent is 
a dangerous one, and rather than leave to any di- 
rectors the power of judging of the propriety of 
departing from the general rule which should deter- 
mine the amount of their issues of paper, it were 
better that some other provision were hereafter made 
(supposing any such provision necessary, which as- 
suredly I do not admit) against the occurrence of a 
similar crisis; a crisis, however, which could not 
have occurred at that time, nor would be likely to 
occur again, without previous mismanagement, in a 
great enlargement of the securities held by the 
Bank, precisely at the time when the propriety of 
diminishing them had been urgently indicated. 

There is, indeed, no point connected with the 
regulation of the currency upon which I have a 
stronger conviction — a conviction in which I am 
fortified by the concurrence of several of my 
mercantile friends who unite a knowledge of 
principle with great experience in business — 
than that the directors of an establishment, which 
is entrusted with the administration of a sound 
paper circulation ought not to be allowed to con- 
sider themselves at liberty to depart from the 
strict rules laid down for regulating it, in conse- 
quence of any views which they may entertain, of 
the claims of the mercantile interests for accommo- 
dation, or of inconvenience to trade from not regard- 
ing them. 

There is, moreover, reason to believe that the 
trade and manufactures of the kingdom would be 
generally in a sounder state if they depended less 
upon what is called banking accommodation ; and 
that they have been more injured than benefited 
on every occasion in which (with the single excep- 
tion under the special circumstances just now 
referred to of 1825) the Bank has departed from its 
own supposed rule of regulating its issues by the 
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exchanges, in order, as alleged, to prevent incon- 
venience or discredit to the commerce of the coun- 
try. To prevent inconvenience to the commerce 
of the country, from an undue contraction of the 
circulation, was the professed object of applying 
the extra deposits on the West India loan to au 
increase of securities in 1835 ; a measure which, as 
I have already had occasion to observe when treat- 
ing of that period, contributed in no small degree 
to the undue enlargement, and subsequently to the 
contraction and disturbance, of commercial credit 
in 18SG-7. And the interference of the Bank in 
behalf of the Northern and Central Bank, and of 
the American houses in lN3(i, however well in- 
tended and however it may have averted heavy 
losses to eminent firms at the time, may be con- 
sidered, in several points of view, as having tended 
to aggravate the recent mischief arising to the 
trading and manufacturing interests from the extra- 
vagance of American banking. The effect of that 
interference was, to skin over the sore in American 
trade and banking, and so to allow the constitu- 
tional disease (of abuse of credit) to proceed to a 
greater extent and depth, till it should break out 
with increased virulence, as in the recent instance ; 
not to mention the anomalous position in which, 
in consequence of that interference, the Bank of 
England was. placed, of having to send an agent to 
America to collect the debts which it had made its 
own, and of being thus placed in intimate commu- 
nication, which was anything but desireable, with 
the United States’ Bank. Among the effects of that 
communication seems to have been the transmission 
of bullion thither in the spring of 1838, upon which 
I have already remarked. In short, I am not 
aware of any instance (witli the single exception 
already noticed) in which, however well intended 
the deviation of the Bank from its straight course, 
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with a view to benefit commerce , has not been at- 
tended with more harm than good to the trade 
which it has been its professed object to support. 


Section 4. — Result of the Review of the Manage- 
ment of the Bank in 1838 and 1839. 

As the result of the impartial review in the pre- 
ceding pages of the management of the Bank, in as 
far as a judgment can be formed of it from its 
public measures, and from the monthly Gazette 
returns of its liabilities and assets on the average 
of the three months preceding, the following appear 
to be the main points open to criticism. 

1. The impatience manifested at tne commence- 
ment of 1 838 to reduce the stock of bullion. 

2. The forcible operation towards the close of 
1838 for the purpose of extending its securities by 
increased facilities for loans, at a time when the 
market rate of interest was rising above the Bank 
rate, and when the proceedings of the banks in 
America (particularly with reference to the cotton 
trade), and the state of commercial credit on the 
Continent, were calculated to suggest, as a measure 
of precaution on the part of tne Bank, rather to 
reduce than to extend its securities. 

3. The continuing, during nearly six months, 
namely, till 16th May, 1839, the same relatively 
low rate of interest, and the extended facilities for 
loans, notwithstanding the continued rise in the 
market rate of interest, and notwithstanding the 
notoriety of the large importations of American 
securities then in progress, the negociation of which 
was of course greatly promoted by the compara- 
tively low rate of interest and discount charged by 
the Bank. The effect of this state of things being. 
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that the Bank had by the end of May lost 5 mil- 
lions of treasure, while its securities had increased 
by upwards of 3 millions. 

4. The inefficiency of the measures taken be- 
tween May and July to stop the further progress 
of the drain. 

5. The hesitation and inconsistency of the pro- 
ceedings of the Bank in respect of the dead weight. 

6. The recourse to the bankers of Paris for as- 
sistance: a measure, the resort to which could 
not be justified on any ground but that of its being 
considered as the only remaining resource against 
a suspension of cash payments ; and doubtless, it 
was the lesser evil; but so discreditable an ex- 
pedient ought not to have been resorted to until 
the dead weight, or a considerable portion of it, 
had been converted, and such conversion found to 
be ineffectual. 

The general conclusion, with reference to the 
management of the Bank being, that while, k priori, 
the inference is irresistible, that there must be 
something essentially erroneous in the system or 
in the regulation by which, in a state of profound 
peace, and without any counteraction from the 
country banks, the Bank of England should have 
sustained so narrow an escape from suspension of 
cash payments; so it appears, by a reference 
to particulars, that the measures of the Bank were 
characterised by anything but a due and vigilant 
regard for the interests of the public in the main- 
tenance of the convertibility of Bank paper, or for 
its own credit, which has been much impaired in 
public estimation both at home and abroad, by its 
resort for aid to the bankers of Paris. 
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Section 5. — Vindication of the Bank from some 
groundless Charges. 

While, in pursuance of the design upon which 
this work has been from its origin conducted — an 
essential part of which lias been to give an account 
of the state of the circulation, with such remarks 
as were suggested by a view of the mode in which 
it had been regulated by the Bank of England — 

I have found myself under the necessity of ani- 
madverting on the management of the Bank, such 
as it has appeared, on grounds open to the public ; 

I have now to offer some remarks upon charges, 
very groundless, in my opinion, which have been 
bi ought against it. 

This I feel myself bound to do, not only in 
fairness to that establishment, but also with a view 
to point out what appear to me to be very erro- 
neous impressions, mixed up with those charges 
of the effects of variations in the elements of the 
position of the Bank, on the rate of interest, and 
on prices, and on the connection between the rate 
of interest and prices — impressions which, being 
extensively entertained by persons who take great 
pains in inculcating them upon others, and who 
are likely to take an active part in the forthcoming 
discussions in parliament on the subject of banking, 
have an importance which might otherwise not 
belong to them. 

Such is the prevalence, almost universal, of the 
currency theory, namely, of the theory which as- 
cribes to the regulation of the Bank issues a direct 
influence, as an originating cause, in producing 
great variations in the prices of commodities, as' 
well as in the rate of interest and in the markets 
for shares, that the most exaggerated and extra- 
vagant declamations on the power exercised by 
the Bank directors in enlarging or narrowing the 
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circulation, and thus raising or depressing all mar- 
kets ad libitum, are uttered with the most perfect 
confidence, and are generally allowed to pass cur- 
rent without question. And perhaps they would 
not be worth questioning, were it not that the 
implicit belief in them may be calculated to be 
attended with a practical influence in the discus- 
sion on the renewal of the Bank of Ireland charter, 
and probably on banking generally in the United 
Kingdom, in the course of the present session. 
As a specimen of the extravagance of exaggeration, 
introduced as it is into one of our most respectable 
journals, I have preserved, and now insert, the 
following extract from the City article in the 
Morning Chronicle of the 3d of June, 1839. 

In a commercial country like Great Britain, the manage- 
ment of the paper circulation is necessarily one of the most 
important trusts that it is possible to repose in any body of men, 
for the most vital interests of the community depend on its 
proper administration. Our present system of national banking 
is,. however, replete with errors, which it is to be hoped the 
legislature will in course of time remove. The charter of the 
Bank of England has not many more years to run, while the 
term of that of Ireland has already expired, and the endeavours, 
therefore, of the commercial interests of the sister kingdom are 
strongly exerted to prevent the renewal of the monopoly which 
it is declared has been, and now is, one of the greatest obstacles 
to Irish prosperity. The evils to which we allude are in the 
conflicting motives between public and private advantage, which, 
it cannot be denied, must more or less exist in the minds of 
those who have, the direction of the banks of England and Ire- 
land. In both countries they are for the most part influential, 
wealthy men, who carry on private operations on an extensive 
scale, and to whom, therefore, the rise, or fall in the value of 
commodities is a most material consideration. Individually, 
perhaps, they are no worse than others would be, similarly situ- 
ated ; but it is the fact of their being so circumstanced as to be 
obliged to choose between duty and interest, that forms one of 
the strongest arguments in favour (ft' the separation of the issue 
of paper from the rest of the banking business. In Ireland, not- 
withstanding that operations are on a less extensive scale, and 
that the country is poor, the mischiefs are of a grosser nature 
and more severely felt than here, where, on account 6f the dis- 
asters which have already ensued from Bank mismanagement. 
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the eye* of the people are opened, and the manoeuvres of the 
Bank parlour being severely scrutinised into, the projected evils 
are either nipped m the bud, or, from previous preparations, fall 
comparatively harmless upon the mercantile community. A 
check of this sort is beginning, however, to be apparent likewise 
in Ireland, and the defects of the system have begun to be 
pointed out by many of the Irish papers. The Bank directors 
have it in their power to create a rise or fall in the price of 
most articles of trade, by an expansion or contraction of the 
circulation ; and being themselves, moreover, greatly interested 
in the slightest fluctuations, they must, as a matter of course, 
according to the laws of human nature, lean to those measures 
which most accord with their own mercantile views and expect- 
ations. The directors besides have a very unfair advantage over 
their competitors in trade ; for the knowledge which they pos- 
sess as to when the screw is to be put on or taken off, enables 
them in the first place, greatly to extend their operations ; and 
in the second place, to saddle others with goods at high prices 
at periods of animation, and be enabled to purchase at the lowest 
mark during times of depression ; thus, in fact, driving less well- 
informed operators out of the field of competition with them. 
The sphere of the movements of the Irish Bank directors being 
so limited, comparatively, the effect is more apparent and harder 
to be endured. The Dublin Pilot , on this head, says, in one of 
its recent numbers — 

“ * The ‘ Bank directors’ in London and Dublin know when 
panic is approaching, and of course know when to sell out; and 
if the panic should not come fast enough, they know how and 
are willing enough to hasten it. Very well ; by the same know- 
ledge they can foresee whereabouts ‘ an improvement in the 
times* sits — that is to say, free discounts, expanded issues of 
paper; and they prepare for it by times by purchasing up all 
the mercantile property they can lay hands on at the previously 
depressed prices —depressed by themselves , mind. Three or four 
months of free discounts will bring an advance of twenty to 
thirty per cent, in the value of the leading article, and what with 
newspaper aid of one sort or another, they are enabled to sell 
out again at immense profits, so that the fortunate monopolists 
contrive to realise princely fortunes in a few years. Of course 
their operations are not so clumsily managed that vulgar eyes 
can perceive them, but they flow on as we describe^ neverthe- 
less. We have often given utterance to these opinions in one 
shape or another. We have bellowed in the ears of our states- 
men the injustice of conferring on any body of men the power 
of contracting or expanding the measure by which the value of 
all men’s property is to be sold. Mr. O’Connell tol^ a story at 
a late meeting of the tyrant Procrustes, who invented an iron 
bed of that peculiar construction that it could be extended if 
the condemned victim to be placed upon it were shorter than 
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others, and if longer the legs of the victim were cut off. The 
twenty-four gentlemen who manage the Bank of England, and 
the fifteen gentlemen who manage the Irish concern, conduct 
them just as Procrustes conducted his iron bed. When they 
want commodities cheapened they can chop off the legs of the 
circulation, and then ‘ money is scarce, 9 and < times are bad 
and when they want to raise prices, they stretch out the paper 
issues to extraordinary dimensions, prices rise, money is plenty, and 
while all is apparently smooth these favoured gentlemen monopo- 
lists, or some of them, as we have already shown, may ‘ sell out.’ 

“Asa proof of the want of confidence which is the result of 
the present system, in any times of peculiarly severe pressure, 
merchants and men of business, instead of looking for and ex- 
pec ting relief from the banks of either country, are only anxious, 
on the contrary, to ascertain whether the operations of those 
establishments may not further perplex and embarrass them. 
This is a state of things which ought not to be, and more par- 
ticularly from institutions that are meant, and ought to be, of 
national use and benefit.” 

It must, of course, be evident that the foregoing 
extracts were written with reference to the dis- 
cussions pending in last session of parliament on 
the question of the renewal of the charter of the 
Bank of Ireland. To enter on that question would 
be foreign to my purpose ; I would only inci- 
dentally observe, that if no weightier reasons exist 
against the renewal than the supposed power, and 
the sinister exercise of it, by the directors here 
described, there would not be much difficulty in 
deciding upon it : and widely as I differ from the 
writers on all the assertions advanced by them, 
there is none on which I differ more widely with 
them than in that which relates to the greater in- 
fluence ascribed to operations of the Bank of Ire- 
land, within its sphere, than to those of the Bank 
of England. The same sort of reasoning unques- 
tionably applies to both, but in an infinitely smaller 
degree to the Bank of Ireland than to the Bank of 
England ; and to neither will the attributing of the 
power, or the charge of the abuse of it in the manner 
supposed, be found, with the slightest semblance of 
truth, to apply. 
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As regards the Bank of England, Mr. Hume has, 
by his speech in the House of Commons on the 8th 
of July last, of which a copy, revised by him, has 
been extensively circulated, given his support to a 
great deal of the same sort of exaggeration of the 
influence of the regulation by the Bank of England 
of its issues upon prices, as well as upon the rate 
of interest. 


Section 6 Examination of the Effects imputed by 

Mr. Hume in his Speech of the 8th July , 1839.. 
to. the Management of the Bank of England. 

It appears to me, that while Mr. Hume is correct, 
as might be expected, in his figures and tabular 
statements, he draws inferences from them per- 
fectly inconsequent, and entirely misconceives the 
working of the system of the Bank as deducible 
from those very statements. It must be said, h*ow- 
ever, in justice to him, that the errors and fallacies 
which pervade his reasoning are not peculiar to 
him. But they are put forth with rather unusual 
distinctness and prominence, and present, there- 
fore, a better than ordinary opportunity for an 
endeavour to clear the ground of them, as well both 
in fairness to the Bank as with a view to future dis- 
cussion of the subject. 

The main sources of error here alluded to may 
be classed under he following heads : — 

I. The use of the terms abundance and scarcity 
of money, dearness, and cheapness, and value of 
money, to signify chiefly variations in the rate of 
interest, although occasionally and without distinc- 
tion applying them to the purchasing power of 
money. To this ambiguous use of the term is pro- 
bably owing Mr. Hume’s frequent reference to 
variations in the prices of public securities, and in 
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the prices of commodities, as being produced by 
the same identical operations of the Bank. 

II. The blending of the deposits with the amount 
of Bank notes as a criterion of the quantity of 
paper money in circulation, emanating from the 
Bank of England ; in other words, blending under 
one common term, and ascribing the same general 
effects to the circulation and the liabilities of the 
Bank. 

III. A shifting of the criterion of the quantity 
of money, as depending upon the Bank, and ope- 
rating upon prices, from the deposits and circulation 
to the securities and bullion, or assets, and some- 
times to the securities alone. 

IV. An assumption that it is in the power of the 
Bank to regulate the market rate of interest. 

V. The theory that the markets for commodities 
are directly influenced by every alteration in the 
quantity of money in the hands of or emanating 
from the Bank, or by every marked variation in the 
rate of interest. 

I. Ambiguity in the use of the term Value of 
Money. — The practice of using the terms, abund- 
ance or scarcity of money, low or high value of 
money, and cheapness or dearness of money, and 
more or less of demand for money, synonymously 
with a low or high rate of interest, has of late years 
become very general, not only on the stock ex- 
change andainong the money dealers, with whom it 
had for some time previously been in general use, 
but amongst bankers and merchants. Mr. Hume 
is not, therefore, chargeable with introducing any 
novelty by such use of the terms, but he has suf- 
fered himself to be led into no little confusion 
in their practical application by not distinguish- 
ing between their technical and comparatively 
modern use, and the more general signification at- 
tached to them, of purchasing power or exchange- 
able value, as applied to commodities and labour.. 
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The whole train of his reasoning upon the con- 
sequences which he ascribes to the quantity of 
money as emanating from the Bank assumes the 
identity of their operation on the money market, 
and on the markets for produce ; that is, on the 
rate of interest and on the prices of commodities. 
Thus after going back, as he does, for the last 
twenty years, and showing that in 1822 there was 
an increase of moneyas compared with 1819, Mr. 
Hume proceeds to observe (p. 6. of his Speech) — 

“ It was in consequence of this greater abund- 
“ ance of money , and a greater stability of things 
“ resulting from a return to cash payments, that 
“ the government was able in 1822 to reduce 
“ 160,000,0004 of 5 per cent, to 4 per cent, stock, 
“ which it had not been able to effectduring the 
«* eight previous years of peace, while the suspen- 
“ sion of cash payments continued. It was also 
“ owing to the greater abundance of money that 
“ the Bank in 1822 reduced the rate of interest in 
“ its discount from 5 to 4 per cent. Another proof 
“ of "the greater abundance of money is in the 
“ comparative prices of 3 per cent, consols, which, 
*« in August, 1819, stood at 71^ per cent., and rose 
“ in August, 1822, to 80A per cent.” 

Now, admitting as I do, that the quantity of 
money in February, 1822, was greater than in 1819*, 

I have to observe that the effect here ascribed to 
abundance of money is a fall in the rate of interest, 
and the proof of the greater abundance is the fall 
of the Bank rate of discount, and the rise of consols. 
It is hence evident that abundance of money is, in 

* The contrast is, indeed, not a little amusing between Mh 
M. Attwood labouring to show that money was less in quantity, 
and that the very low and fulling prices of commodities in 1822 
were not from their abundance, but from the scarcity of money ; 
and Mr. Hume, who shows that money was increased in quantity, 
and adds as a proof of abundance of money that the rate of in- 
terest had fallen. 
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the effects here ascribed to it, applied in the sense 
of value of money in use or on hire, the measure 
of which value is the interest or net rent stipulated 
for such use. 

It will be seen, that in the subsequent passages 
of the speech the term is applied indiscriminately , as 
suits the purpose, in both senses, and so as to include 
under the same category consols and commodities : 
hence not a little of the confusion that pervades 
the whole of the reasoning ; a point which it is 
very material to bear in mind with reference to the 
further conclusions. 

II. Deposits, considered as a part of the Circu- 
lation of the Bank of England . — With reference to 
the deposits, Mr. Hume states (p. 8. of his Speech), 
— “ He would not admit it to be “ a question 
“ whether or not deposits should be a part of the 
“ circulation ; for as they were payable by the 
“ Bank on demand, he must consider them equally 
“ so as the paper in circulation.” He accordingly 
blends them under the common terms of paper 
money and circulation, and considers the vari- 
ations in their amount as coming under the direct 
influence of the Bank. 

That the deposits in the hands of the Bank, 
and the promissory notes actually issued by the 
Bank, agree in some important particulars is 
doubtless true. The Bank is liable to be called 
upon for the payment of the deposits, or the 
greater part of them, on demand ; and agreeing 
in that particular, the amount of them and of the 
Bank notes issued is properly designated under 
the common term of liabilities. But the proba- 
bility of the demand from the one or the other 
is different, according to the character of the de- 
posits*; and the deposits differ from the Bank 

The different character of the deposits, and the circum- 
stances by which the variations in their amounts are determined, 
have been so fully and clearly stated by Mr. Pennington, in a 
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notes issued,’ inasmuch as the former, while they 
remain in that state, that is in the hands of the 
Bank, consist of money, indeed (not, however, 
created by the Bank), but of money that is un- 
employed and inert. Whereas, the Bank notes 
issued are so much money, all, or the greater part 
of which, is in actual employment, as a part of the 
medium, with the metallic circulation, for current 
payments. 

There may be causes of variation in the amount of 
the deposits on a very large scale, while the circu- 
lation undergoes a comparatively trifling alteration. 

The amount of the government deposits * is 
influenced to a considerable extent by an in- 
creasing or failing revenue, or by special finan- 
cial operations. The deposits of bankerst are 
under a direct influence from the foreign ex- 
changes, the market rate of interest, and the state 
of credit ; while the amount of the circulation 
may be uninfluenced, or only in a very inferior 
degree, by any of these circumstances j and the 
variations of it are to be considered as the conse- 
quences, rather than the causes, of variations in the 
amount of pecuniary transactions. 

The blending, therefore, of the deposits with the 
Bank notes, under the term of paper circulation, 
and treating of them as in their origin proceeding 
from designed operations of the Bank, and as 
being identical in their action upon prices both of 
securities and of commodities, or, to speak in lan- 

letter from him, inserted in the former part of this work, Vol. II. 
p. 369., as to supersede the necessity of entering into them here 
more at large. 

* The government deposits, according to an account in the 
Appendix to the Bank Charter Report, varied little above or 
below 4 millions, from 1826 to 1831, both years included. 

f The deposits belonging to London and other bankers are 
stated by Mr. Horsley Palmer in his “ Tract on the Causes and 
Consequences of the Pressure on the Money Market in 1836,” 
as varying from 3 to 4 millions. 
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guage less technical, on the rate of interest and 
on the prices of produce, leads inevitably to con- 
fusion, and is quite incompatible with any con- 
sistent application of their variations to elucidate 
the working of the system. 

Mr. Hume, however, makes this confusion of 
terms instrumental in a charge against the Bank 
of excessive fluctuations in the amount of the 
currency. Thus, at page 16., — 

“ He (Mr. Hume) asserted, that the directors 
“ had acted in 1835-6, and again in this year, 
“ contrary to that understood principle ; and, so 
“ far from steadiness in the currency having been 
“ obtained through the agency of the Bank, lie 
“ would show, that by every one of its operations, 
“ there had been a continual fluctuation, perpetual 
“ ups and downs, without any apparent or dis- 
“ coverable principle. And to show the extent 
“ of these fluctuations, he would now state some 
“ of the changes in the amount of Bank notes and 
“ Bank post-bills in circulation in different years, 
“ as follow : — 


Dec. 20. 1823, 17,575,000 
Dec. 24. 1825, 25,61 1,000 

June 16. 1827, 20,503,040 
April 1 8. 1829, 20,750,600 
June 26. 1830, 19,978,550 
Feb. 4.1832,19.156,990 


Increase of Bank notes 
and Bank post bills in 
24 months - 
Decrease of Bank notes 
in 18 months 
Increase of Bank notes 
in 2D months 
Decrease of Bank notes 
in 14 months 
Decrease of Bank notes 
in 20 months 


8,036,000 

5,107,960 
[ 247,022 
771,510 
821,560 


“ But the extent of the fluctuations in the issues 
“ of paper by the Bank would appear more clearly 
“ when he afterwards stated the amount of bullion 
“ and of securities. The circulation and deposits 
“ of the Bank, from 1834 to this time, had fluc- 
tuated greatly. In 1834, on the 1st* of July, 
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“ the amount was 83,991>000/. ; and, on the 16th 
“ of December, 30,560,000/., a decrease of nearly 
“ four millions. In 1835, on the 28th of July, 
“ the amount was 29>833,000/. ; and, on the 15th 
“ of December, it was 35,050,000/., an increase of 
“ more than five millions. In 1836, on the 8th 
“ of March, the amount was 34,705,000/., and on 
“ the 15th November, it was 30,225,000/., a de- 
“ crease of near five millions. In 1838, on the 
“ 1st of May, the amount was 30,090,000/., and 
“ on the 25th of June, 1839, 25,668,000/., a de- 
“ crease of four and a half millions — thus always 
“ varying, often within a few months, to these 
“ great amounts. Let the House compare these 
“ fluctuations just enumerated with the compara- 
“ tively slight change in the amount of the circu- 
“ lation of joint stock banks arid of private banks 
“ in the same period, and then say how far the 
“ joint stock banks deserve the censure cast upon 
“ them for over-issue of paper. The honourable 
“ member read the following table : — 


RETURN OF THE CIRCULATION OF PRIVATE BANKS AND JOINT 
STOCK BANKS, THREE MONTHS, ENDING 



Private Bank. 

Joint Stock Bank. 

Total. 


£ 


£ 


£ 

1833 Dec. 28 

- 8,836,803 

_ 

1,315,301 

- 

10,152,104 

1834 June 28 

- 8,875,795 

- 

1,642,887 

- 

10,518,682 

Dec. 28 

- 8,537,655 

- 

2,122,173 

- 

10,659,828 

1835 June 27 

- 8,4.55,11* 

- 

2,484,687 

2,799,551 

- 

10,939,803 

Dec. 26 

- 8,334,863 

- 

- 

11,134,414 

1 836 June 25 

- 8,614,132 

- 

3,588,064 

- 

12,202,196 

Dec. 31 

- 7,753,500 

- 

4,258,197 

- 

12,011,697 

1837 July 1 

- 7,187,673 

- 

3,684,764 

- 

10,872,437 

Dec. 30 

- 7,043,470 

- 

3,826,665 

- 

10,870,135 

1838 June 30 

- 7,383,247 

- 

4,362,256 

- 

11,745,503 

Dec. 31 

- 7,599,942 

• 

4,625,546 

- 

12,225,488 

1839 Mar. 30 

- 7,642,104 

- 

4,617,363 

• 

12,259,467 

June 29 

- 6,917,657 

- 

4,167,313 

- 

12,275,818 


The lowest, Dec. 28. 1833 - ^10,152,104 
The highest, June 29. 1839 - £ 12,275,818 


Increase 


£ 2,123,714 
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“ It thus appeared that the greatest variation 
** in the amount of private and joint stock circu- 
‘‘lation in the seven years, 1833 to 1839, was 
« from 10,152,104/. to 12,275,8184, or 2,123,714/. 
“ It was wonderful, considering what the conduct 
“ of the Bank had been in forcing out money — 
“ considering what temptations it had held out to 
“ private banks to extend their issues, and to in- 
“ dividuals to engage in wild and hazardous spe- 
“ culations — that both joint stock banks and indi- 
“ viduals had not yielded to the temptation to a 
“ much greater extent than they had done. All 
“ these statements were drawn from public docu- 
“ ments, from reports of committees, and other 
“ official sources. He put forward nothing in 
“ the way of figures that he believed could be 
“ disputed ; and , resting upon these proofs, he 
“ asserted that the Bank of England had acted 
“ in a most injurious manner, and widely different 
“ from what ought to have been the conduct qf‘ a 
“ great public body, having full power confided 
*' to them over the currency of the country, and 
“ holding the influence which the Bank held.” 

In order to avoid the imputation of giving a 
garbled extract, I have inserted the entire passage, 
although a part of it, namely, the reference to the 
amount of Bank notes and Bank post-bills in cir- 
culation between December, 1823, and February, 
1832, is not strictly relevant to the examination 
under the present head. But irrelevant as it is to 
the more immediate topic, it is worth a passing 
notice here as showing that when it answers the 
purpose of a charge against the Bank, the circu- 
lation of Bauk notes can be distinguished from 
the deposits, which are in all other instances 
blended. 

And with reference, moreover, to the extent of 
the fluctuations in that interval, Mr. Hume must 
surely have been aware that, at the close’ of 1825, 


vor.. hi 



128 


STATE OF THE CIRCULATION 


the derangement of the circulation, and more es- 
pecially of the country circulation (how occa- 
sioned I have elsewhere shown, but it is not now 
the question), was such as could only be remedied, 
and remedied it was, by the very great addition 
made for that very purpose by the Bank of Eng- 
land. And the subsequent subsidence to the usual 
amount was the necessary effect of the restoration 
of confidence, and of the general circulation to 
their ordinary state. 

But the immediate purpose, in referring to this 
quotation from Mr. Hume’s speech, is to point out, 
more especially, the mode in which the blending 
of the deposits with the circulation of the Bank of 
England is made subservient to the establishing of 
a comparison injurious to the Bank of England in 
contrast with the private and joint stock banks. 
Surely, if the circulation only of the latter is to be 
taken for the purpose of any inference of the re- 
gulation of their issues, the same rule should, in 
fairness, be applied to the former. And if the 
circulation only of the Bank of England, at the 
dates nearest to those selected bv Mr. Hume, be 
taken, it will appeav that the fluctuation was much 
less in proportion than that of the country banks. 

I am not disposed to think that, as regards the 
mere amount of the circulation of the country 
banks, there is any fair ground of charge against 
them, of having unduly extended it, but still the 
fact is that the fluctuations of it were much greater 
than that of the Bank of England. And I am in- 
clined to think, that if the liabilities of the private 
and joint stock banks were made known, the vari- 
ations would have been found (with the exception, 
perhaps, of the distinct effect of the East and West 
India deposits) to have been still greater in pro- 
portion. 

There needs not, it is to be presumed, any more 
striking instance of the confusion of reasoning and 
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the inconsequence and unfairness of inference to 
which the blending of the deposits and the circu- 
lation is calculated to lead ; the deposits being, 
moreover, an element of its position over which 
the Bank has no control whatever. And yet it isf 
with reference to such statements, that Mr. Hume 
adds, — “ He put forward nothing in the way of 
“ figures that he believed could be disputed ; and 
“ resting upon these proofs, he asserted that the 
“ Bank of England had acted in a most injurious 
“ manner.” 

I believe that the Bank, in employing a part of 
its deposits as it did in 1835-0, acted injudiciously; 
but that is a point belonging to the question of 
investments in securities by the employment of 
deposits, and is quite wide of anything that Mr. 
Hume seems to have had in view in this state- 
ment, which refers simply to the amount of the 
deposits blended under one head with the circu- 
lation. 

As to the charge of excess in the circulation, 
properly so called, the answer of the governor of 
the Bank, Sir John Rae Reid, to that part of the 
Speech of Mr. Hume just quoted, is quite decisive. 
“ I have here,” he said, “ an account of the cir- 
“ culation of Bank of England notes, showing the 
“ average of seven years from 1833 to 1839, ending 
“ the 5th of April in each year. The amount of 
“ circulation was, 


“ On the 5th of April, 1833 - 18,900,000 

— 1834 - 18,400,000 

— 1835, - 18, 500, (XX) 

— 1836 - 18,400,000 

— 1837 - 18,300,000 

— 1838 - 18,300,000 

— 1839 - 18,400,000 


“ Now it really does appear to me (and I hope 
“ the House will think so also), that seeing* the 
“ nearness to which the circulation in each of these 
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“ respective years approached the other, no com- 
“ plaints can be made on this particular score, as 
“ having been the cause of any particular over- 
“ trading. I take the average amount of circula- 
“ tion for thirteen weeks previous to the before- 
“ mentioned dates, from April, 1838, to April, 
“ 1839> in each year ; and without troubling the 
“ House by going into particulars, I must say 
“ that the difference is so small that it is not 
“ worthy of notice j and that, with all the dispo- 
“ sition to find fault, there is no opportunity for 
“ doing so.” — Mirror of Parliament , July 8. 1839, 
p. 3747. 

It is impossible that there could be a more 
complete case to show that, whatever may have 
been the causes of the phenomena in the rate of 
interest and in the state of trade, the origin of 
them, their moving force, could not. with any 
semblance of reason, be referred to any undue 
increase in the circulation. And although I do 
not think that there is, under the circumstances, 
any fair ground of charge against the country 
banks for having unduly extended their part of 
the circulation, it is not easy to conceive any con- 
clusion less warranted by facts than the statement, 
that the circulation of the Bank of England ex- 
hibits more fluctuation than that of the country 
banks. 

III. Securities held by the Bank of England , with 
or without the Amount of Bullion, considered as 
tests of the Increase of Bank Notes. 

A further fertile source of inconsistency of rea- 
soning is, the shifting of the test of increase of 
Bank notes from the liabilities to the securities 
and bullion, in the first instance, and subsequently 
to the securities alone. Thus, at page 10., Mr. 
Hume had said, 

** I may repeat that the amount of securities 
** held by the Bank is, with the amount of bul- 
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“ lion, the true and only tests of the increase of 
'* Bank notes.” 

And then at page 17., after showing the great 
variation in the securities from May, 1832, to June, 
1839, he goes on to observe, — 

“ It ought particularly to be noticed, that on 
“ the 11th of December, 1838, the amount of 
“ securities in the Bank was 20,707,000/. ; and, 
“ although the exchanges were against Eng- 
“ land, and the bullion going abroad, the directors 
“ continued to issue money at 3^ per cent, on 
“ approved securities ; so that, w'hen the last return 
“ was made on the 25th of June, 1839, the securi- 
“ ties had increased to 23,934,000/. In other 

words, they had forced out money, and increased 
“ the paper circulation to the amount of more than 
“ three millions, although, during all that time, the 
“ exchanges were against England ; and he be- 
“ lieved that, if there had been weekly returns, it 
“ would appear that the circulation had been in. 
“ creased by nearly lour millions during the first 
“ part of that period. One of the immediate effects 
“ of this increase was, by creating speculation , to 
“ raise the price of corn, and of every other article : 
“ for example, of upland cotton in the Liverpool 
“ market from (i^d. in December to 9|d. per 1B-, 
“ and corn from 73s. fid. to 81s. 6d. fyc.” 

The extraordinary reasoning by which the in- 
crease of the securities between December, 1838, 
and June, 1839, is assigned as a cause of the rise of 
cotton and corn, I shall have occasion to remark 
upon hereafter. In the mean time, my insertion 
of the foregoing extract is for the purpose of 
showing that here, because, on the above com- 
parison, there appears to have been an increase 
of upwards of 3 millions of securities, money 
is said to have been forced out, and to' have 
constituted an increase of the paper circulation 
by an equal amount, notwithstanding 'that the 
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actual circulation of Bank notes was less by up- 
wards of 300,000/., and the deposits were reduced 
by upwards of 1,400,000/. So that, while by the 
definition, in the passage of the Speech before 
quoted, the circulation and the deposits together, 
that is, the liabilities, constituted the quantity of 
paper money as regarded the Bank of England, 
and while, according to this definition, the quantity 
of money in June, 1839, was less by 1,700,000/. 
than in December preceding, the adoption in the 
subsequent passages of the securities as a criterion, 
makes the increase of the quantity of money in 
circulation upwards of 3 millions.* This is, in- 
deed, a specimen of blowing hot and cold with 
the same breath. And however convenient for 
the purposes of the speaker such a mode of rea- 
soning may be, it is conducive to anything but 
dear and just conclusions. 

The increase of the securities by the Bank, in 
the interval here referred to, forms undoubtedly 
a ground of objection to the management ; but 
not for the reasons stated by Mr. Hume. It did 
not force out money in the way supposed by him, 
so as to add to the circulation, which was in fact 
diminished; but it counteracted the effect which 
the demand for bullion ought to have had, in con- 
tracting the circulation, at a time when the coffers 
of the Bank were experiencing a rapid drain. 

IV. Assumption that it is in the power of the Bank 
of England to regulate the market rale of Interest. 

Mr. Hume, throughout the whole of his speech, 
seems to be impressed with, and to inculcate, the 
opinion that the Bank of England, by its several 
notices of the rates at which advances on loans 
would be made, or bills discounted, really could 

And a note at page 18. notices that, on the 17th Septem- 
ber, 1839, the amount of securities was 25,936,0001., so that the 
circulation, according to Mr. Hume's doctrine, was increased, as 
compared with December, 1 838, by upwards of 5 millions. 
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or did originate or cause the variations in the rate 
of interest and discount ; upon the extent of which 
variations he descants, as being productive of the 
most injurious consequences. Of those several 
notices from the Bank, which I have before ad- 
verted to, a correct account is given in the speech. 

After contending for the proofs which those 
measures and the low stock of bullion afford of 
mismanagement by the Bank of England, he pro- 
ceeds, in the following extract, to contrast with 
it the management of the Bank of France ; and, 
passing a high eulogium on it (not higher than, I 
believe, it deserves), he lays particular stress upon 
the circumstance of its having, for many years, 
preserved a uniform rate of interest, namely 4 per 
cent., blaming the Bank of England for not pre- 
serving the same uniformity. 

** He would state to the House how very dif- 
“ ferent had been the conduct of the Bank of 
“ France in times of difficulty. It appeared from 
“ the evidence of Mr. A. Baring, before the Lords’ 
“ committee of 1819, that even in a period of 
“ panic and considerable pressure, the Bank of 
“ France never reduced or increased the rale of 
“ its discounts of commercial bills. All it did, in 
“ order to check excessive speculations, was, to 
“ reduce the period of discounts from ninety days 
“ to sixty ; and for a short time to forty-five days. 
“ From the year 1819. until the present time, the 
“ Bank of France had never increased the charge 
“ for discounts, but had preserved an uniform rate 
“ of 4 per cent, all that time, and had never 
“ refused to discount any amount of commercial 
“ bills with proper indorsement ; and he believed, 
“ that the Bank of France really gave much more 
“ assistance by discount to the commerce of the 
“ country than the Bank of England did. I) u ring 
“ the whole of the political disturbances in France 
“ in 1830 they had steadily continued- in 'that 
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“ course. He had lately examined that bank, and 
“ he would mention to the Chancellor of the Ex- 
“ chequer, the answer of the governor to him, when 
“ he asked whether there would be any objection 
“ to his seeing the accounts of the Bank — ‘ None 
“ at all ; our house is a house of glass. Every 
“ man may see our transactions.’ In fact, the 
“ transactions of the Bank of France are every day 
“ printed, and returns of them made to the Trea- 
“ sury. These accounts are regularly made up, 
“ and printed, showing every shilling received and 
“ paid during the day, and the amount of discounts 
“under every head; in short, the whole daily 
“ transactions of the Bank are regularly entered for 
“ inspection, and also published yearly to the world ; 
“ so that there is no mystery, and the greatest 
“ confidence in the operations of the Bank ac- 
“ cordingly existed in France. Whilst, as regards 
“ the proceedings of the Bank of England, all is 
“ secrecy, mystery, and consequent want of confi- 
“ dence. On a late occasion, when the Belgian 
“ Bank failed, a run took place on the banks in 
“ Paris, in consequence of the erroneous principles 
“ on which Lafitte’s bank was for a time con- 
* c ducted, and there was considerable pressure in 
“ the money market in France : but all that the 
“ Bank of France did, was to fe-discount some of 
“ the paper held by Laritte’s bank at forty-nine 
“ days’ date, and thus it gave efficient assistance, 
“ and stopt the run. That was all that had been 
“ done to place the currency of Paris in its proper 
“ state, while we were undergoing most severe 
“ attacks upon our property, occasioned by the most 
“ erroneous currency arrangements of the Bank of- 
“ England, which was the parent, instead of being 
“ the preventor, of speculation. While the Bank 
“ of England had been discounting and lending at 
“ 3^ per cent., 4 per cent., 5 per cent., and 5^ per 
“ cent., the Bank of France, avoiding such vari- 
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“ ation and its evil consequences, had continued 
“ its discounts at 4 per cent. When commercial 
“ men in France wanted money, they went to the 
“ Bank of France and got discount without diffi- 
“ culty ; the result of which was that the amount of 
“ commercial discount by that bank was much 
“ more in proportion to the commerce of the two 
“ countries than that of the Bank of England. 
“ He complained, that the Bank of England, by 
“ lending money at times at low interest, often lower 
“ than the market price, on stock and other securities, 
“ did, in reality, urge to over speculation by mer- 
“ chants, and to over issues of paper by joint stock 
“ banks ; and, having got the country into great 
“ excitement of high prices and apparent pro- 
“ sperity, altered their plan, when their coffers were 
“ emptying, — reduced their discounts, — raised 
“ the interest, and, to prevent the exhaustion of their 
“ bullion, suddenly cramped the whole of the com - 
“ mercial transactions of the country. The Ban/, of 
“ France did no such thing.” 

The cases, however, of the Bank of France and 
the Bank of England are very far from being suffi- 
ciently analogous to justify such inferences. 

The currency of France consists, in a very large 
proportion, of the metals; and its foreign com- 
merce forms a very small proportion of the trans- 
actions in which that currency is employed. Very 
different is the case in this country, where the 
metallic part of the currency is so much smaller, 
and the commerce so much larger. It may there- 
fore be, and probably is, a comparatively easy 
matter for the Bank of France to collect and 
retain a larger amount of bullion in proportion 
to its securities; and, as I shall have occasion 
hereafter more particularly to observe, a large 
stock of bullion is the only means of avoiding the 
necessity of operating forcibly on the securities 
when a decided drain manifests itself .The jaaper 
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circulation of the Bank of France, moreover, is 
relatively small. Under these circumstances, there 
can be no great difficulty in preserving a uniform 
rate of discount. But I should apprehend that the 
Bank of France cannot maintain that uniformity 
of rate without great variations in the amount of 
securities or of bullion; and Mr. Hume overlooks 
the necessary inference, from the very circum- 
stance which he notices, that in two instances 
which he mentions they did what was equivalent 
to an advance in the rate of discount, namely, 
that in 1818 (in order, not as Mr. Hume sup- 
poses, consistently with his theory, to check ex- 
cessive speculations, but to counteract the drain 
of specie)* they reduced the period of discounts 
from 90 days to GO, and, for a short time, to 4.5 
days, and on a recent occasion to 49 days. Now, 
as regards accommodation to the mercantile classes, 
I am strongly of opinion that a reduction by the 
Bank of England of the length of the commercial 
bills which it would discount to 45 days, preserv- 
ing the rate at 4 per cent., would have been felt as 
a greater inconvenience, a more severe pressure 
than an advance of the rate to 6 per cent, for 
the longer term. 

Still greater would be the inconvenience to 
the trading community, and more effectual, conse- 
quently, for the recovery of the exchanges, would 
be a limitation of the amount of bills to be dis- 
counted. This was the expedient adopted by the 
Bank of England in 1795. But in proportion as 


* The circumstance is alluded to in the evidence of Mr. 
Baring, now Lord Ashburton, before the Lords’ Committee 
on cash payments in 1819. (i Their bullion,” Mr. Baring" 
said, “ was reduced by imprudent issues from 117 millions of 
francs to 34« millions of francs, and has returned by more cau- 
tious measures to 100 millions of francs, at which it stood ten days 
ago, when I left Paris. It must, however,, be always recollected 
that this operation took place in a country every part of the 
circulation of which is saturated with specie.” 
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it would be more effectual, by so much the more 
distressing it would be to the mercantile classes, 
than a considerable rise in the rate of discount. 

If the usury law had been preserved in all its 
impolicy and absurdity to the present time, the 
Bank would have been under the necessity of 
adopting one or other of these alternatives ; and it 
is difficult to say which of the two would have been 
most severely felt by the mercantile interests. 

In the event of the former being adopted, the 
merchants would complain that, inasmuch as the 
course of their trade was regulated in the de- 
scription of the bills they received, whether as 
remittances whicn were made to them from abroad, 
or for their sales in the home market, by the re- 
liance which they were led to place upon the con- 
version of such as had not more than three months 
to run, such a measure as that of the Bank of 
France, of reducing the number of days, might 
place them, having their portfolio full of bills of 
a longer date, in great difficulty, from the uncer- 
tainty of being able to convert them at all. 

The other alternative, of a measure similar to 
that which was resorted to by the Bank, in De- 
cember, lyO-'J, which I have before referred to, 
of limiting the total amount to be advanced, and, 
in pursuance of that regulation, discounting only 
a certain proportion of the bills sent in, without 
reference to the credit of the parties, would be 
attended with still more inconvenience, inasmuch 
as the merchants could not rely, however high 
their credit might be, upon realising, upon an emer- 
gency, the best bills in their possession. I mention 
these as the complaints which would have been 
made by the mercantile interests ; not, however, 
admitting that, to the extent here stated, they 
would be well founded ; or that they ought to be 
allowed to weigh against the claims of the public, 
which require that the due regulation of the cur- 
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rency should not be made subservient to consider- 
ations of partial convenience to particular branches 
of the trading community. I say partial conveni- 
ence to particular branches, because it cannot be 
too often repeated, that an interference with the 
due regulation of the currency can never be for 
the general benefit of trade. 

The Bank adopted, in 1795, a further limitation, 
which was to confine the accommodation to each 
firm within a certain amount, taking into con- 
sideration the bills running upon, as well as those 
proposed for, discount. Such rules were more 
readily submitted to at that time than they would 
be now, when so much larger interests are at stake ; 
but even then the remonstrances were, as I have 
before described*, loud, and from powerful parties, 
against such restriction. 

The Directors of that time were not influenced 
by the modern doctrine of the claims of the mer- 
cantile interests, at the expense of the claims of 
the public. They accordingly continued the pro- 
cess of contraction of the circulation. But the 
pressure was very severe. While the Bank rate 
of discount for bills so limited was 5 per cent., the 
real price paid for loans, and for forbearance, was 
uncommonly high, much higher than any within 
the experience of modern times : and sacrifices, 
much beyond any rise in the rate of interest that 
we have lately witnessed, were submitted to in the 
difference between the credit and ready money 
prices of stocks and commodities. I mention this 
only to show that Mr. Hume’s beau ideal of a uni- 
form rate of discount by the Bank may be at- 
tended with much more inconvenience than he 
seems to be aware ofl 

There were periods, indeed, even during the 
restriction on cash payments, when a rate of dis- 


Vol. I. p. 200. 
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count by the Bank of 8 or even 10 per cent, would 
have been considered preferable to some of the limi- 
tations which then prevailed; and among others, 
the length of the bills being confined to 61 days, 
instead of the present limit of 95 days. At the 
same time, I am not at all prepared to say that 
there are not some advantages attending this more 
severe mode of limitation. In an ambitious and 
enterprising commercial community, among whom 
there is generally a tendency to outrun the due 
bounds of credit, inevitably leading to a reaction, 
it is desirable to hold out a constant memento 
against the risks of over-trading ; and this is most 
effectually done by the occasional recurrence of 
periods in which there is a difficulty, or at least a 
diminished facility, in realising the best securities.' 

This, however, is not the general opinion ; and 
those who contend for facilities to the commerce 
of the country, which in more homely terms means 
merely greater facilities to the merchants borrow- 
ing, ought to consider the relaxation of the usury- 
law, which has allowed the Bank to raise its rate 
above 5 per cent., and at the advanced rate to dis- 
count the bills, provided they are of the prescribed 
description, to an unlimited amount, as a great boon 
to the commerce of the country. And I have not 
heard of any instance in which the working of the 
amended law has been otherwise than beneficial.* 

* It lias been stated, however, and with some plausibility, 
that the bankers generally have been benefited more than most 
other classes by the relaxation of the law, and by the rise in the 
bank rate of discount to 6 per cent., inasmuch as, but tor this 
alteration, they must have submitted to make advances to their 
customers, that is to persons keeping accounts with them, at 5 
per cent, per annum ; whereas, ever since August last, they have 
charged at the rate of 6 per cent., except where confined by 
unexpired agreements to 5 per cent. There may be something 
in this view of the effect of the altered law, but not much, because 
the bankers would probably devote a less portion of their, funds 
to the accommodation of their customers in the one case thaa 
in the other. 
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The class of persons who are supposed to have 
received the greatest benefit from the relaxation of 
the usury law, are the smaller description of trades- 
men. Many of these, it has been observed, if the 
law had existed in its former rigour, must have 
failed, in consequence of being forced to sell at 
ruinous prices, upon the occurrence of the late 
pressure, from their not being able to raise money 
upon bills, not of first rate, but of fair security, 
at 5 per cent. Tradesmen of this description, by 
getting their bills discounted at 10 or 15 per cent, 
per annum, have in many instances been saved 
from making sacrifices by forced sales at 30, 40, 
and even 50 per cent., and have thus been pre- 
served from becoming bankrupts. 

There is likewise another class of tradesmen 
who, from what I can learn, have benefited by 
the relaxation of the usury law's. Those whom I 
allude to are stated to be tradesmen of fair cha- 
racter and good business, who, whether for casual 
orders for exportation, or for the purpose of getting 
into stock, having occasion to make purchases to 
some extent, would, if taking the ordinary credit 
from the manufacturer, have to pay what is called 
the long price, from which it is customary to make 
an abatement for money down, of 20, or, in some 
cases, 25 per cent. Now, on discounting a bill or 
borrowing on his personal security at 15 per cent, 
per annum, for six months, he would have to pay 
7^ per cent, as interest or discount against 20 
or 25 per cent., which he would receive by prompt 
payment. Indeed, it is difficult to conceive how 
it should ever be supposed to be an advantage to a 
person having occasion for a loan, to prevent him- 
from having the greatest competition of lenders, a 
competition which it is the necessary effect of a 
usury law to restrict. 

But rieverting to variations in the Bank rate of dis- 
count, and to Mr. Hume’s eulogy on the uniformity 
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of the rate of 4 per cent, charged by the Bank of 
France, he says, — “While the Bank of England had 
“ been discounting and lending at 3^ per cent., 4 
“ per cent., 5 per cent., and per cent., the Bank 
“ of France, avoiding such variation and its evil con- 
“ sequences, had continued its discounts at 4 per 
“ cent. When commercial men in France wanted 
“ money, they went to the Bank of France and got 
“ discount without difficulty ; the result of which 
“ was, that the amount of commercial discount by 
“ that Bank was much more in proportion to the 
“ commerce of the two countries than that of the 
“ Bank of England.”* The advantage then arising 
from this greater facility and greater extent of dis- 
count, in proportion to the commerce, might be 
supposed to be displayed in the greater exemption 
from commercial discredit, distress, and failure in 
France ; whereas, in point of fact, it appears that 
the sufferings of the commercial and manufacturing 
elasses in France, during the last twelve months, 
have been greater than those which have been ex- 
perienced in this country during the same interv al. 

The following are extracts from the Times , 
August 5. 1839. 

“ The number of bankruptcies in Paris declared between the 
1st January and the ‘20th July, 18:59, was 607. Among them 
were 93 joint stock companies, whose debts amounted to 
1 4-8, OOO, 000 francs, or nearly 6,000,000/. sterling. The number 
of bankruptcies between the 1st and 26th of last month was 87." 

The same newspaper, Dec. 19- 1839, after giving 
the tenor of advices fi om France, adds, — 

“ We lament to observe by the French newspapers, and by 
our correspondence, that distress prevails in France to a most 


* It might be imagined, from the stress here laid on the facility 
of discount at the Bank of France, that there was no such facility 
here. The simple meaning, however, of this difference of fa- 
cility is the casual advance of 2 per cent, in the rate of discount 
by the Bank of England. 
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lamentable extent. We have already referred to the fact, that 
between 60,000 and 80,000 persons in Paris are obliged to have 
recourse to public bounty. But we learn that this fact suggests 
a very inadequate idea of the extent or poignancy of the misery 
that prevails, and w.hich occasions to government, and to all who 
inquire into the subject, the most serious alarm for the conse- 
quences. That this melancholy state of things is not confined 
to the metropolis, we have shown by late quotations from the 
Lyons, and other provincial papers. 

“ We find in the Capitole the following paragraph, showing 
that in Normandy the sufferings of the inhabitants, already 
noticed, are unhappily on the increase. 

“ * It is not only in the manufacturing towns that distress 
prevails. The following is extracted from a letter dated 
Envermen, a small village in the department of the Lower 
Seine. 

c< « Misery increases daily in the rural districts. Many of 
the inhabitants^; after exhausting their last resources, are obliged 
to beg. They only go out at night, and they traverse our village 
m bands. Some of them have not been satisfied to live on the 
charity of the people ; but have broken open the ovens in several 
places, and carried away all the bread they contained.’ 

“ * Every day/ says the same paper, ‘ the halls of the palace 
of the Bourse are crowded with creditors and men of business, 
twenty-seven failures, one of which was for a sum of 500,000 
francs, have been declared since the commencement of the 
month, and the furniture of 1 50 other debtors has been sold in 
virtue of judiciary decrees. Finally, the workshops are every 
where closing, and misery is becoming general/ ” 

On what possible grounds, then, can it be con- 
tended that the difference in the management of 
the Bank of England, compared with that of France, 
can be considered as having been productive of 
commercial derangement in this country, while the 
derangement and distress in France have, accord- 
ing to all accounts, been so much greater? 

And yet the writer of a long and most elaborate 
letter, signed “ Gresham,” in the Times of the 
80 th Dec. last (the editor of which very naturally' 
disclaims participation in the writer’s opinions), 
after inveighing against the system of the Bank of 
England, observes : — 

“ Let us not vaunt our boasted superiority in matters of 
banking. Is there a country on the face of Europe where the 
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true principles of banking are less understood, or, if understood, 
less acted upon ? Talk of Hamburg, Paris, Amsterdam, or the 
confined influence of Europe operating upon our trade by an 
unfavourable course of exchange I Are they deranged in their 
operations when the exchange is in favour of England ? Look 
at their banks and the nature of their currency, and tell us of 
the commercial panics, or even of the commercial embarrass- 
ments, that have convulsed continental Europe, as they have 
afflicted bank-ridden. England with all its enlightenment on the 
principles of finance.” 

The rate of discount rose at Hamburg and 
Amsterdam to 7 per cent, for first-rate bills in 
September and October last ; and yet the ex- 
changes were in favour of both those places, ac- 
companied by an influx of gold and silver. 

It is impossible, as X apprehend, by any regu- 
lation of the paper part of the circulation, to pre- 
vent occasional, considerable, and inconvenient 
variations in the rate of interest. Of the causes 
which determine the rate of interest, I have given 
an explanation at some length in the former part 
of this work 3 *; and I have only here to add, that 
the circumstances which have, since that expla- 
nation was given, developed themselves in our 
foreign commercial relations, not only with the 
United States of America, but with the rest of the 
world, are calculated to give additional force to 
the causes there enumerated in disturbing the rate 
of interest. 

A country like this, having an extensive foreign 
commerce, extensive beyond any of which there is 
an example in history, and beyond any which the 
most sanguine anticipations could some years back 
have contemplated, as within the bounds of pro- 
bability, must, by its intimate relations of capital 
and credit abroad, participate more or less in the 
tendency to over-banking and over-trading, and in 
the consequent revulsions which may occur in the 
countries with which we are commercially ' mpsfc 

Vol. II. P . 355. 
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intimately and most extensively connected. Con- 
sidering, therefore, the enormous variations in the 
state of credit and in the rate of interest which 
have occurred in the United States of America, 
and the variations also which have taken place, 
although not on so extended a scale, on the con- 
tinent of Europe generally, it ought surely not to 
be a matter of wonder that some variation, and 
an inconvenient degree of it, should have occurred 
in this country. That the Bank of England was 
not the originating cause of the recent rise in the 
rate of interest is abundantly clear. Whether, by 
a different management of the Bank as to the only 
element of its position on which it can operate, 
namely, its securities, the variations in the market 
rate of interest may not be moderated, is a ques- 
tion on which, before I conclude, I propose to 
oiler some suggestions. 

V. Theory that the markets for commodities are 
directly influenced by every alteration in the quan- 
tity of money in the hands of or emanating from, the 
Bank of England, or by every marked variation in 
the rate of interest. 

A principal part of the charges brought against 
the Bank has, however, been that, by at one time 
forcing out its paper, it has caused speculation, not 
only in securities, both domestic and foreign, and in 
shares, but also in commodities ; thus artificially rais- 
ing prices, and, by turning the exchanges against this 
country, driving out the bullion ; while at another 
time, in order to save itself from the consequences 
of apprehended exhaustion of its treasure, it has sud- 
denly and in a manner ruinous to the holders of 
produce, raised the rate of discount, and contracted 
the circulation, or, according to the modern phrase- 
ology, “ put on the screw,” and knocked down 
prices. A specimen of these sweeping charges 
in general terms, but in their utmost extrava- 
gance, has been given in an extract a few pages 
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back from a daily paper. The general impression 
under which those charges arc made is, as I have 
before observed, a very prevalent one. 

Mr. Hume, in his Speech, states the charges more 
specifically, and enters into historical details to 
make out his case. I have already had oecasiorj 
to observe, that, beginning from 1819, the rise in 
consols in August, 1822, is considered by him as a 
proof in confirmation of his statement that an in- 
crease in the quantity of money had, in that inter- 
val, taken place. He then enters into an elaborate 
view of the state of the circulation, and of prices, 
and of trade, in the remarkable period from 1828 to 
1826, and attributes to the mismanagement of the 
Bank the whole of the extraordinary fluctuations of 
that period. Thus, after enumerating the purchase 
of the dead weight in 1823, and the paying off of 
the dissentients in 1824, and advances to indi- 
viduals, Mr. Hume adds, that “ the Bank went on 
“ making reckless advances in all these ways, until 
“ they had depreciated the currency by excessive 
“ issues of paper, and involved the country in all 
“ the evils that followed. The consequences of 
“ making money cheap, by this deviation from 
“ principle, were the foreign loans’ bubble schemes 
“ and wild speculation that followed ; and, in short, 
“ such a state of things ensued as had never before 
“ been seen in England.” Into the particulars of that 
period I will not follow him, because I have already 
given, in a former part of this work, a full explan- 
ation of what appear to me to have been the causes 
leading to that state of things, and to the termin- 
ation of it. I may have occasion hereafter to 
refer again to that period. In the mean time, I 
shall proceed to examine Mr. Hume’s explanation 
of the manner in which the operations of the Bank 
are supposed to have originated speculations, and 
a consequent advance of prices, in 1835 and* the 
early part of 1836. 
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It is requisite, however, on entering into this 
examination, to point out a very material difference 
which has arisen out of the circumstances attending 
the variations of the money market from 1836 to 
the present time, in the mode of accounting, by a 
reference to the management of the Bank, for all 
the fluctuations, both in the money market and in 
the markets for commodities, which have occurred 
in that interval. 

Until the controversy to which the pressure on 
the money market in 1836-7 gave rise, there never 
seems to have been a question among the partisans 
of the currency theory, but that the only element 
in the position of the Bank, affecting the prices of 
commodities, was the amount of the circulation, 
that is, the amount of notes actually issued from 
the Bank. Accordingly, the amount of such 
issues, including the notes under 51., as it stood prior 
to 1820, has been adduced in comparison with the 
amount of the circulation at subsequent periods, 
minus the small notes, and without allowing for 
the substitution of sovereigns*, in proof of the al- 
leged great contraction of the currency, and its 
necessary consequence, the great fall of prices. 
But the theory which referred to the circulation 
only, as affecting prices, could not be made avail- 
able to account in any degree for the state of things 
in the commencement of 1836. The rise of prices 
of several articles of produce, and the speculations 
in joint stock companies, and the extraordinary 
credits given by the American houses, occurred 
coincidentally with a reduced and unusually low 
state of the circulation of the Bank of England 
The average amount of the three monthly returns 

* Without also allowing for the amount of bankers* deposits 
in the Bank of England. The sums so deposited were, pre- 
viously to 1825, kept by the bankers in bank notes in their tills, 
and they then figured as a part of the circulation, which they 
now do not until withdrawn. 
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ending March 8. 1836, was 17,476,000/.*, being 
lower than the average of any equal period in the 
three years preceding or succeeding ; indeed, 
lower than it had been on an average of any three 
or four months in a long series of preceding years. 

Mr. Hume takes no notice, accordingly, of 
the amount of the actual issues of the Bank, 
but enters into a statement of the circumstances 
attending the West India loan of 15,000,000/. 
in August, 1835, and after stating the various 
subsequent notices of the Bank, offering advances 
not only on the usual securities but also on stock, 
till the 15th April, 1836, when it discontinued 
its advances on stock, he adds, — “ He had no 
“ hesitation in pronouncing these different no- 
“ tices to be so many puffing advertisements to 
“ induce the public to apply for advances ; and he 
“ did not wonder that they should have had the 
“ effect first to make money plenty and cheap, 
“ which produced speculation, and then to raise 
“ the price of articles of all kinds.” t 

* 1836, Jan. 12. - 17,262,000/. 

Feb. 9. - 1 7, 427,000/. 

March 8. - 17,739,000/. 

And the average of the last three months of 1835 had been but 
little higher, namely, only about 17,500,000/. 

f Of the strange misconception by which the West India 
loan, and the consequent increase of the deposits in 1835, has 
been considered as constituting a great addition to the quantity 
of money in circulation , and thus causing wild speculations, the 
following extract from the speech of Mr. Williams, the member 
for Coventry, who immediately followed Mr. Hume in the de- 
bate, is a striking specimen. 

That honourable member said, — “ In 1835 there was a great 
increase in the issue of Bank of England notes, induced princi- 
pally by the Chancellor of the Exchequer offering a higher in- 
terest than the worth of money in the market, for paying up the 
West India loan of 15,000,000/., nearly all of which was paid 
up before scarcely any of the claims were adjusted thus 
interest was paid for a very large sum which was to lie idlje. As 
an instance of the variableness of the circulation, I*will state its 
amount at two periods of only six months from each other. 
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On the eagerness of the Bank to invest what 
the directors called the extra deposits in securities, 
by advances at a reduced rate of interest, to the 
money dealers, and on the impolicy of so doing, 
I have before remarked at some length, and to 
that extent I should agree with Mr. Hume. That 
the measures of the Bank at that period, viz. in 
1835-6 had a most unfavourable influence, by 
competition with the bankers for securities, in 
adding to other causes of an undue extension of 
credit, is a point on which I have never enter- 
tained any doubt. But there is no reason what- 
ever for believing that those measures had any 
direct influence on the prices of commodities, 
for, in point of fact, there was no advance of prices 
at that time that could, with any appearance of 
reason, be traced to anything like the operation of 
an increased quantity of* money upon the markets 
for produce. There was no speculation, in the 
correct sense of the term, in commodities upon the 
spot at that time, with the single exception of the 
operations in the silk trade, by one firm ; operations 
which ended unfortunately. Among other proofs 
of the absence of such speculations (in London at 
least), it may be observed, that with the exception 


In the amount of the circulation I include the deposits, which I 
consider, in time of pressure, to be the most dangerous to the 
Bank; as it is invariably seen, that when they begin to reduce 
their circulation, money becomes of more value, and the deposits 
are withdrawn ; and when there is alarm, the deposits may be 
demanded in gold. On the ad July, 183.5, the total circulation 
was 29, 269, (XX)/., stock of gold 6,219, (XX)/. ; and on the 14th 
January, 1866, the total circulation was 66,461,000/., stock* of 
gold 7,076,000/. This shows an increase of 7,162,000/. in the 
circulation, while the increase of bullion was only 8.57,000/. 
This vast increase was in the deposits, to make use of which the 
Bank was most profuse in advancing money upon all sorts of 
securities. Money soon became so abundant, that any amount 
might be obtained upon ordinary security at 2 per cent, interest. 
This caused wild speculations, <Sjc.” — Mirror of Parliament. 
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above mentioned, few of the houses that failed in 
1836-7 were found to have any excess of stocks 
of produce on hand, nor did it appear that any of 
them had entered into speculations of the kind 
supposed : their overtrading was in credits abroad, 
attended with excess of exports and imports. The 
undue extension of credits in the trade with the 
United States of America, and with the East 
Indies and China, may indeed have operated, 
and did probably operate, indirectly, upon the 
prices of such manufactured articles as were ap- 
plicable to the trade with those parts ; and the 
raw materials of those manufactures experienced 
in consequence an increased demand anil advanced 
prices ; but other articles were wholly uninfluenced 
by the overtrading in those branches, and there 
was no traceable direct influence on the markets 
for commodities generally, in any way analogous 
to the effects attributable to an increased quantity 
of money. The fact of the progressive decline 
in the prices of corn to their lowest rate, during 
this very period, is quite decisive against the sup- 
posed direct influence of the increase of securities 
on the markets for produce. 

By the plenty and cheapness of money referred 
to in the foregoing quotation fiom the Speech, 
must obviously be meant a reduction in the rate 
of interest, which is considered as the sole and 
sufficient cause of the rise of prices of articles of 
all kinds. 

Mr. Hume then noticing the subsequent measures 
taken by the Bank to arrest the drain on its coffers 
by raising its rate of discount to 5 per cent, in the 
autumn of 1836, and by otherwise narrowing the 
facilities for borrowing, went on to say, — “ The 
■“subsequent disastrous bankruptcies of .so many 
“ merchants were only the results of the sudden 
“ reduction of the paper circulation l>y the 5 Bank, 
“ and of the alarm thereby producer!, when the 
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“ directors found the bullion had almost left their 
“ coffers.” Now there was no reduction whatever 
of the Bank issues subsequent to the spring of 
1886. And during the first six months of 1887, 
when the pressure on the money market was at its 
height, and when the greatest depression took 
place in the markets for those descriptions of pro- 
duce which had been raised by the demand from 
America, the issues of Bank notes were on an 
average full 500,000/. higher than they had been in 
the spring of 1886, when all had been excitement 
and prosperity. As to the bankruptcies, the most 
exceptionable of the measures adopted by the 
Bank at that time were expressly with a view to 
support commercial credit, and to avert or mitigate 
those failures. The reduction in the amount of 
the deposits which then occurred was tire natural 
effect of the rise of’ the rate of interest, and the 
Bank was of necessity perfectly passive under that 
reduction. With regard to the securities, they 
would be of no avail for the support of Mr. 
Hume’s position, because the amount of them in 
the first six months of 1837, being the period of 
the greatest pressure, was rather higher than it 
had been in the first six months of 1836, before 
any severity of pressure had been felt. 

The only measure of the Bank, therefore, which, 
according to Mr. Hume’s view, can be considered 
to be chargeable with the commercial reverses in 
1836-7, imputed to it, is that of having raised the 
rate of discount. 

So again with reference to the more recent in- 
stance of disturbance of the money market, Mr. 
Hume seems to consider that the Bank, by its opera- 
tions in varying the rales of discount, and the terms 
of its advances on loan in 1838 and 1839, had been 
the cause not only of disturbing the money market 
and turning the exchanges against us, but had 
caused speculation ; of which he afterwards gives 
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instances, in the advance of cotton and corn. For, 
after remarking upon the several notices issued by 
the Bank in the latter part of 1838, and the first 
six months of 1839, he observes (p. 16.), — 

“ These were examples of the fluctuations and 
“ irregularities in the rates of discount, and in the 
“ amount and value of money, which had brought 
“ about the present existing commercial money 
“ difficulty. It was the excessive issue of paper 
“ that , by injudicious cheapening of money and en- 
“ couraging of speculation , had turned the exchanges 
“ against us, as they still continued .” 

The theory which ascribes a direct influence to 
the rate of interest on the markets lor commodi- 
ties, has been very much favoured by the modern 
phraseology which I have noticed, of applying the 
terms of abundance and scarcity of money, and the 
consequent cheapness and dearness of money, or a 
low or high value of money, to a fall or rise in the 
rate of interest, as in the quotation just given from 
Mr. Hume’s Speech, where he speaks of the effect 
of the injudicious cheapening of money in en- 
couraging speculation. As this theory has had, 
and may again have (notwithstanding the degree 
in which it has been shaken by the recent and ac- 
tual state of the markets for produce), considerable 
practical .influence, it may be worth while to enter 
into a brief investigation of the grounds for it. 

The commonly received opinion is, that a low, 
and especially a declining, rate of interest operates 
necessarily as a stimulus to speculation, not only 
in government stocks and in shares both at home 
and abroad, that is in both British and foreign 
public and private securities, but also in the mar- 
kets for produce. 

With regard to speculations in seclirities and 
in shares, the inducements to enter into them, whe- 
ther as investments or witli a view to resale, must 
necessarily be influenced by the rate of intertst 
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as a primary consideration ; and such investments 
may be speculative or not, according to circum- 
stances ; but it is with reference to the influence 
of the rate of interest, and of the operations of 
the Bank on speculations in produce, that I am 
more especially disposed to question the prevailing 
opinion. 

The term speculation, in its widest sense, is, as I 
have before observed, applicable to nearly all trans- 
actions of purchase or sale in anticipation of the 
contingency of realising a profit as the result of 
such transactions. But this is not the sense in 
which the term is meant, when speculation, in the 
obnoxious meaning of the term, implying an undue 
and excessive tendency to raise prices, is referred 
to as having its rise or origin in an enlargement of 
the circulation, or in a great facility of the money 
market, by which is understood a high state of 
commercial credit, and a low rate of interest. 

Speculation, in this obnoxious sense, when re- 
ferring to the markets for produce, is understood 
to apply to purchases made either by persons in 
their regular trade or occupations, as merchants 
and dealers, but to a much larger amount, and 
beyond the usual proportion to their capital and 
credit, or, as is more commonly meant, by persons 
not habitually and regularly dealing in and con- 
versant with the articles so purchased ; in either 
case causing a marked and undue rise of price, a 
rise not warranted by a fair and sober view of the 
proportion of the supply to the computed rate of 
consumption. That the speculations here meant 
suppose that purchases are made at prices beyond 
those which would he warranted by a fair view of 
the proportion of the supply to the rate of con- 
sumption,* and that such prices being artificial, 
must eventually be succeeded by loss and discredit, 
is evident: for if the prices are justifiable upon a 
fair view of supply and demand,' they cannot be 
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said to have their origin in an undue expansion of 
money and credit. It cannot, on such occasions, 
be imputed to the regulation of the issues by the 
Bank, or to a low rate of interest from any other 
cause, that they have produced undue speculation, 
the anticipation having been by the supposition, on 
sufficient grounds, and the result having been, as it 
must in such case be, beneficial to the public, by 
limiting the consumption or increasing the sup- 
ply, or doing both, and thus preserving a due 
proportion, which would otherwise have been 
disturbed. The speculations, then, which are sup- 
posed to be detrimentally induced, or stimulated , 
by the facility of borrowing money for the pur- 
pose of purchasing commodities, must apply to 
persons who, it is assumed, make purchases with 
imperfect information, and upon insufficent grounds. 
There are, doubtless, persons who, upon imperfect 
information, and upon insufficient grounds, or with 
too sanguine a view of contingencies in their 
favour, speculate improvidently ; but their motive 
or inducement so to speculate is the opinion which, 
whether well or ill founded, or whether upon their 
own view or upon the authority or example of 
other persons, they entertain of the probability of 
an advance of price. It is not the mere facility of 
borrowing, or the difference between being able to 
discount at 3 or at (i per cent., that supplies the 
motive for purchasing, or even for selling. Few 
persons of the description here mentioned ever 
speculate but upon the confident expectation of an 
advance of price of at least 10 per cent.* \ the i t- 

* There are in most of the markets, of any extent, for produce 
dealers who buy on the spot, with a view to resale in the sane 
maiket, for a profit under 10 per cent.; but these persons, a 
very useful class in equalising prices, come properly under tue 
designation of jobbers, who, like those on the Stock Kxchanj. e, 
are commonly satisfied with a small turn of the. market on ea< h 
of their operations. In the daily advices of'thc state of the 
great market for raw cotton, in Liverpool, it is commonly me i- 
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stances are rare in which an advance to that extent 
would hold out any inducement to speculate, in the 
sense of the word here assumed. Take wheat for 
example, one of the most usual and prominent of 
the articles of produce for speculation, and at an 
average price of about 50s. Now I never heard 
of any person characterised as a speculator, not a 
jobber, who would think the risk of loss compen- 
sated by so small an advance as 5s. per quarter, 
looking to hold it for three months. But the ut- 
most difference between the rate of discount of 3 
per cent, and 6 per cent., namely, 3 per cent, per 
annum, for three months, would on a quarter of 
wheat amount only to 4 \d. per quarter, a difference 
which, I will venture to say, never induced or de- 
terred a single speculative purchase.* But, given 
the force of the motive, the extent to which it can 
be acted upon is doubtless affected as regards per- 
sons who can buy only on credit, or who must 
borrow in order to be able to buy, by the greater 
or less facility of borrowing. If, however, the mere 
facility of borrowing were the determining motive 
to purchase, there seems to be no reason why one 
commodity should be preferred to another ; and 
the facility of raising money at a low rate of interest 
might be supposed to induce persons to enter into 
all markets indifferently as speculative purchasers, 

tioned that certain quantities have been taken on speculation, 
or by speculators ; but this means only the purchases by the 
ordinary intermediate dealers, as contra-distinguished from the 
purchases made by the manufacturers. 

* As regards speculation in corn, it is impossible that a 
negative more complete can be afforded of the universally re- 
ceived theory of the effect of an abundant circulation and a loV 
rate of interest in stimulating to speculation, than the fact, that 
in the long interval of three entire years, 1833, 1834, and 1835, 
there was a total absence of anything like speculation, while 
wheat had been falling progressively from 605. to 3 6s. Contrast 
this fact with Mr. Hume’s statement, that it was speculation 
from abundance of money that raised the price of wheat in 
December, 1838, from 73$. 6<f. to 81$. 6d. I 
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with a view to resale, upon no reasonable ground 
for expectation of a rise of price. The persons 
who are supposed to speculate so foolishly must 
be presumed to have some property, and to be 
holders of marketable securities ; for it is not likely 
that they should, without having property or the 
reputation of it, and without good securities, be 
able to borrow largely on mere personal credit, for 
the purpose of making purchases of goods on spe- 
culation. Accordingly speculations of this kind 
rarely take place to any extent worthy of notice, as 
being in any way connected with the state of the 
circulation. 

But while, upon general grounds, there is so 
little reason to suppose that the mere facility of 
raising money at a low interest forms a sufficient 
motive for persons having marketable securities, or 
being in good credit, to borrow for the purpose of 
purchasing commodities with a view to resale, or 
that lenders would to any extent be found to ad- 
vance largely on slender security ; a reference to 
the state of the money market, and of the produce 
markets at particular periods will show that, in 
times when the interest of money was particularly 
low and falling, and when commercial confidence 
was in the most perfect state, the prices of the 
largest classes of produce were low, and some of 
them falling, without the slightest tendency to any- 
thing like a general spirit of speculation. Through- 
out the whole of the interval from 1820 to the 
close of 1822 the rate of interest was falling, and 
in 1822 the market rate was nearly as low as it 
has ever since been; but in all that interval theie 
was a tendency to a fall in the markets for produce. 
I allude more especially to the interval of full three 
years, from the summer of 1832 to the summer of 
1835, during which interval, with the exception 
of a very short-lived speculative advance, lasting 
only four or five weeks in 1833, oil purely mer- 
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cantile grounds, in colonial produce, there was 
nothing like what could be called extensive spe- 
culation in commodities beyond isolated instances 
to which every market for produce is occasionally 
subject. At that period, any forced operation of 
the Bank, with a view to extend its circulation, 
could have had no effect whatever upon prices. 
Mr. Samuel Gurney, whose practical acquaint- 
ance with the working of the money market is 
assuredly not surpassed by that of any other 
individual, delivered a very clear opinion on this 
point in his evidence before a Committee of the 
House of Commons, in 1833, on Manufactures, 
Commerce, and Shipping. 

“ 26y. Suppose there are 50,000,000/. in cir- 
“ culation now, and that the Bank were to issue 
“ to-morrow 5,000,000/. more, do you think prices 
“ would ultimately rise in a corresponding pro- 
“ portion with that increase of money? — If the 
“ Bank of England were at this time to add 
“ 5,000,000/. to their circulation, it would affect 
“ prices only remotely what would be its ope- 
“ ration ? The effect of it would be, that the 
“ bankers would have more bank notes than they 
“ could use, and would lock them up in their 
“ tills ; such addition would not come into actual 
“ circulation, at least no more than the transac- 
“ tions of London cause a demand for. And 
“ while the transactions of London are abundantly 
“ supplied, as is the case at the present time, the 
“ effect of an additional 5,000,000/. would be, that 
“ it would remain inoperative, or, rather, idle, in 
“ the tills of the bankers. I do not believe that 
“ such an addition to our circulation would affect 
“ prices at this time. 

“ Would it not encourage speculation ? — There 
“ is every ability to speculate. As the circulation is 
“ now, individuals can get as much money as they 
“ please at per cent. ; nobody omits going 
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“ into a speculation now because he cannot get 
“ the means ; the means are readily procured, 
“ provided it is a solid and safe speculation. 

“ If the bankers found themselves in possession, 
“ in consequence of a large issue of notes from 
“ the Bank of England, of a larger quantity of 
“ circulating medium than they had before, would 
“ they not be induced, under those circumstances, 
“ in order to make use of their circulating medium, 
“ to advance it upon slighter security ; and would 
“ not that have a tendency to increase speculation, 
“and therefore to raise prices? — The banking 
“ houses in London are conducted with so much 
“ prudence at this time, they would not, under 
“ such circumstances, make advances on slight 
“ securities. 

“ Do you believe that an addition of 5,000,000/. 
“ to a previous circulation of 50,000,000/. would 
“ have no effect upon prices ultimately ? — I cannot 
“ give an opinion as to the ultimate remote result*, 

* Mr. Gurney very properly guards himself in his answer to 
the question, whether an addition of 5 millions to the circulation 
would not have an effect upon prices ultimately, by saying “ I 
cannot give an opinion as to the ultimate remote result ” Of 
course he could not ; for if the addition were the consequence of 
an influx of gold which was to remain permanently in the coun- 
try as our share of a general increase from the mines, the prices 
of all articles, other things remaining the same, would rise in 
the proportion which the 5 millions should bear to the previous 
circulation. There can upon this point be no difference of 
opinion. A permanent increase of this kind, in whatever way 
it were introduced, would enter into and pervade all the channels 
of circulation, reaching ultimately wages, and thus come into 
contact with every description of commodities. And a govern- 
ment inconvertible paper, issued in direct payments not on ter- 
minable securities, and not returnable on the issuing bank, 
would also, if not discredited, enter into and pervade all the 
channels of circulation, while the increased currency and the 
consequent advance of prices being beyond the bullion levei, 
would be marked by a difference of exchange, and by an agio 
on gold and silver. 

If, indeed, 5 millions of bank notes were by some magical 
operation to be so issued by the Bank of England, that (sup - 
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“ but I am confident that should the Bank of 
“ England make such addition to its circulation, 
“ artificially, at this time, it would remain inope* 
“ rative, the transactions of the town not requiring 
“ it. It would remain wholly unused in the bankers* 
“ tills. 

“ When you speak of the circulating medium, 
“ do you include that which is locked up in the 
“ bankers' tills ? — The bank notes which are locked 
“ up in the bankers’ tills do not, in fact, act as a 
“ part of the circulating medium. No legislative 
“ measure or forced procedure of the Bank can 
“ increase, under that view, the amount of money 
“ actually in circulation.” 

Under the circumstances here supposed, the 
bankers, instead of locking up the notes in their 
tills, would probably return them to the Bank as 
deposits. 

I have extracted this evidence of Mr. Gurney 


posing merely for the illustration that 1/. notes were in cir- 
culation) 5 millions of persons of the working classes depending 
for the means of their expenditure on their weekly wages, should 
each, on rising in the morning, find himself richer than when he 
had lain down, by discovering a 1/. note in his pocket, the effect 
would be great and sudden upon prices. Each probably of these 
5 millions of persons would immediately lay it olit in purchases 
of articles constituting the necessaries and luxuries of those 
classes. And the prices consequently of food (particularly the 
higher descriptions of it, such as meat), coarse clothing, beer, 
spirits, tobacco, would rise considerably. All the markets for 
those articles would exhibit great briskness of demand. And 
as the consumption would thus outrun the ordinary supply, 
there would be a disposition among the producers and importers 
to anticipate a continuance or increased ratio of such demand. 
Speculation, overproduction, and overtrading, would be the con- 
sequence. But the cause of increased consumption being by 
the supposition not permanent, the increased supplies would 
prove to be beyond the demand, and losses, and failures, and 
discredit, would follow. And the currency having, by the rise 
of prices, become redundant, the paper would return upon the 
Bank for gold for exportation. Thus after an intermediate 
disturbance, the prices and the circulation would be restored 
to their former level. 
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for the purpose not only of showing his opinion, 
and the reason for it, of the powerlessness of the 
Bank, under certain circumstances, of adding to the 
quantitity of money in actual circulation, but, of 
adducing his authority for the fact that the rate of 
interest in 1833 was so low, and that the facility 
of raising money upon anything like good security 
was so great, as to allow the fullest scope for per- 
sons entitled to credit entering into any specula- 
tion that offered a fair prospect ; but that the low 
interest did not operate in inducing the bankers 
to make advances on slight securities. Nothing, 
indeed, can be more opposed to historical evidence 
than the assumption £hat speculations in com- 
modities have been produced by mere facility of 
borrowing. The most memorable speculations in 
commodities, namely those in colonial produce 
in 1796 to 1798, and in nearly all descriptions 
of produce in 1808, and in articles of export 
in 1814, took place when there was anything 
but facility of credit. The instance of the spe- 
culations in commodities in 1824-5 is that chiefly 
from which the supposed connection with the state 
of the circulation is inferred. I have before shown, 
that in the origin of most of those speculations, 
there was sufficient motive, without supposing any 
influence or stimulus from the Bank circulation, 
although the coincident enlargement of it allowed, 
perhaps, a wider and longer range to them. 

The speculative advance of prices in 1824-5 
was not at all to be compared to that which 
took place, in the anterior periods referred to. 
But there was a feature in some of the specula 
tions in 1825 illustrative of a state of mine! 
among the operators, which, although of not un~ 
frequent manifestation in the stock and share 
markets, has been of very rare occurrence in the 
markets for produce. There were some few 
articles, almost exclusively spices, whi.eh w6re the 
subject of successive purchases at advancing prices, 
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without any intermediate delivery of the article, by 
persons, each of whom was conscious that the price 
at which he was induced (o buy could not be long 
maintained, being greatly beyond the real value; 
but trusted either to his own observation, or to 
the assurance of the brokers, or other parties in- 
terested, that he could not fail of finding persons 
still more credulous than himself to take it off his 
hands at a still higher price. Transactions of this 
extravagant description can only be carried on 
through the medium of a delusion on the part of 
the great bulk of the operators, which has not been 
improperly designated as a mania. This term, as 
being descriptive of such superlative extravagance, 
implying an aberration ofintellect, was first applied, 
I believe, to the case of the remarkable speculation 
in Tulips, thence called Tulipomania, which oc- 
curred in Holland in the 17 th century. As the 
accounts of that extraordinary delusion, and its 
attendant circumstances, are at this time probably 
little known, they may be worth here inserting, as 
given in the following extract from vol. xiv. of the 
Quarterly Review , in an article on “ A -History of 
Inventions,” by John Beckmann, professor in the 
University of Gottingen : — 

“ It is well known that in Holland the tulip 
“ became, about the middle of the seventeenth 
“ century, the object of a trade unparalleled in 
“ the history of commercial speculation. From 
“ 1634 to 1637 inclusive, all classes in all the 
“ great cities of Holland became infected with 
“ the tulipomania. A single root of a particular 
“ species, called the viceroy, w r as exchanged, in 
“ the true Dutch taste, for the following articles : 
“ — 2 lasts of wheat, 4 of rye, 4 fat oxen, 3, fat 
“ swine, 12 fat sheep, 2 hogsheads of wine, 4 tuns 
“ of beer, 2 tons of butter, 1000 pounds of cheese, 
“ a complete bed, a suit of clothes, a silver beaker ; 
“ value of the whole, 2500 florins. The account 
“ of this tulipomania is so curious, and, we be- 
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“ lieve, so just, that we shall make no apology for 
“ extracting it. 

“ 6 These tulips afterwards were sold according to the weight 
of the roots. Four hundred perits (something less than a grain) 
of Admiral Leif ken, cost 4400 florins; 446 ditto of Admiral 
Vonder Eyk , 1620 florins; 106 perits Schilder, cost 1615 
florins; 200 ditto Semper Augustus , 5500 florins; 410 ditto* 
Viceroy , 3000 florins, Arc. The species Semper Augustus has 
been often sold for 2000 florins; and it once happened that 
there were only two roots of it to be had, the one at Amsterdam 
the other at Haarlem. For a root of this species one agreed to 
give 4600 florins, together with a new carriage, two grey 
horses, and a complete harness. Another agreed to give for a 
root twelve acres of land ; for those who had not ready money 
promised their moveable and immoveable goods, houses and 
lands, cattle and clothes. The trade was followed, not only by 
mercantile people, but also by the first noblemen, citizens of 
every description, mechanics, seamen, farmers, turf-diggers, 
chimneysweeps, footmen, maidservants, old clothes women, &c. 
At first, every one won, and no one lost. Some of the poorest 
people gained, in a few months* houses, coaches, and horses, and 
figured away like the first characters in the land. In every 
town some tavern was selected, which served as a ’change, where 
high and low traded in flowers, and confirmed their bargains 
with the most sumptuous entertainments. They formed laws 
for themselves, and had their notaries and clerks/ ( Vol.i. p.43.) 

“ The Professor observes that these dealers in 
“ flowers were by no means desirous to get pos- 
“ session of them ; no one thought of sending, 
“ much less of going himself, to Constantinople to 
“ procure scarce roots, as many Europeans travel 
** to Golconda and Visiapour to obtain rare and 
“ precious, stones. It was, in fact, a complete 
“ stock jobbing transaction. Tulips of all prices 
“ were in the market, and their roots were divided 
“ into small portions, known by the name of perits, 
“ in order that the poor, as well as the rich, might 
“ be admitted into the speculation ; the tulip root 
“ itself was out of the question ; it was a non- 
“ entity, but it furnished, like our funds, the sub- 
“ ject of a bargain for time. 

“* During the time of the Tulipomania, a speculator often 
offered and paid large sums for a root which he never received, 
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and never wished to receive. Another sold roots which he 
never possessed or delivered. Often did a nobleman purchase 
of a chimneysweep tulips to the amount of 2000 florins, and sell 
them at the same time to a farmer, and neither the nobleman, 
chimneysweep, nor farmer had roots in their possession, or 
wished to possess them. Before the tulip season was over, 
more roots were sold, bespoke, and promised to be delivered, 
than in all probability were to be found in the gardens of Hol- 
land; and when Semper Augustus was not to be had, which 
happened twice, no species, perhaps, was oftener purchased and 
sold. In the space of three years, as Munting tells us, more 
than ten millions were expended in this trade, in only one town 
in Holland.’ (Vol. i. p. 46.) 

“ The evil rose to such a pitch that the States 
“ of Holland were under the necessity of inter- 
“ fering ; the buyers took the alarm ; the bubble, 
“ like the South Sea scheme, suddenly burst, and, 
“ as in the outset all were winners, in winding 
“ up very few escaped without loss.” 

The most remarkable circumstance attending 
the extraordinary state of things here described, is 
that it should have lasted so long ; and I confess 
myself to be utterly at a loss for a satisfactory 
means of accounting for the duration of the spe- 
culation ; for as to the fact, of the existence, and 
consequently of the possibility, of such delusion 
on the one hand, practised upon by such deception 
on the other, we have abundant exemplifications 
of it in subsequent periods ; although, except in 
the instance of one or two of the produce markets 
in 1825, it has been chiefly displayed in the share 
and stock markets. 

The South Sea scheme, and other bubble projects 
in 1720 , form a striking asra in the history of the 
extravagance of which, in cases where, from the 
opening of new fields for enterprize, experience is 
not applicable, the human mind is susceptible. Ort 
a lesser scale, although of more frequent occur- 
rence, have been the speculations of modern times 
in projects by joint stock companies and in foreign 
loans. Extravagance of speculations of this kind 
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was exhibited two years ago, on a large scale, on 
the Bourse at Paris, in asphalte and railway shares. 
Such occasional excitement and delusion, under 
the influence of which interested parties have suc- 
ceeded in finding dupes to bid one over another, 
does not seem to depend upon any particular state 
of the circulation, or to require, as a condition of 
its existence, a fall in the rate of interest. In refer, 
ence to the case of the Tulipomania, there is nothing 
that I am aware of in the financial or monetary 
state of Holland, at that time, to account for it ; 
nor if there was, to explain why the folly was not 
exhibited in other articles of produce. 

In the case of the memorable South Sea bubble in 
this country, in 1720, the presumption against any 
influence of the state of the circulation in produc- 
ing it is alluded to, and very judiciously remarked 
upon, by Mr. Norman, in the following extracts 
from his evidence before the Bank charter com- 
mittee in 1832. 

“ 254>3. Ifj for instance, it appears there was 
“ at the period of 182.5 a great increase in the 
“ amount of paper circulating in the country, and 
“ there was, contemporaneously with that, a great 
“ rise in prices generally throughout the country, 
“ do you attribute the rise of prices on that occa- 
“ sion solely to the increased issue of paper, or do 
“ you think that it was in proportion only to the 
“ increased issue of paper? — I certainly should 
“ not either think that it was wholly owing to the 
“ increased issue of paper, nor do I conceive that 
“ it was in exact proportion to the increased issue 
“ of paper. I consider that in 1825 a sort of moral 
“ epidemic prevailed, and that you might have the 
“ same extent of currency, perhaps ten times over, 
“ without an equal degree of commercial excite- 
“ ment and subsequent distress. I do not con- 
“ sider that at all times even a similar amount of 
“ currency will perform exactly a similar amoun’t 
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“ of work ; because there may be, in periods of 
“ great commercial excitement, a considerable in- 
“ creased velocity of circulation. 

“ 2544. Do you consider, then, that a spirit of 
“ speculation, engendered by particular circum- 
“ stances, at any particular time, may cause a great 
“ rise of prices entirely independent of any increase 
“in the issues of paper money? — I think there 
“ might be a spirit of speculation abroad in the 
“ first instance, unconnected with an increased 
“ currency; and when that speculation had raised 
“ prices, an increase of the circulation would pro- 
“ bably follow, but 1 do not think it should neces- 
“ sarily, though it does sometimes, precede it. 

“ 251-5. Therefore a spirit of speculation may 
“ be engendered, and there may be a rise of prices, 
“ and that rise of prices may be followed by an in- 
“ crease of issue as a necessary consequence, but 
“ the original rise of prices may happen entirely 
“ apart from any increase of the circulating me- 
“ dium, and owing solely to the speculation itself? 
“ — Decidedly so ; suppose the case of new mar- 
“ kets opened. 

“ 254-6. Are you at all acquainted with the state 
“ of things in 1720, at the time of the bubble? — 
“ It is stated in Mr. M'Culloch’s Dictionary of 
“ Commerce , that the 

“ Bank circulation in 1718 was about 1,829,000/. 

— 1721 — 2,054,000/. 

— 1730 — 4,224,000/. 

“ The increase, then, from 1718 to 1721 was 225,000/., or about 
“ 75,000/. per annum; and from 1721 to 1730 it was 2, 170,000/1, 
“ or about 241,000/. 

“ Thus the bubble year, 1721, was preceded by 
“ a low, and succeeded by a high, rate of increase, 
“ the latter unattended by any commercial excite- 
“ ment ; there is, then, no necessary connection 
“ between a morbid spirit of speculation and a 
“ great augmentation of Bank issues. We might. 
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“ perhaps, for all practical purposes, consider the 
“ circulation of the country in 1721 to have been 
“ metallic ; nevertheless, at that time the excite- 
“ ment that prevailed seems to have much sur- 
“ passed what we saw in 1825.” 

It may reasonably be supposed, that although a 
full circulation and a low and even a falling rate of 
interest do notactually generate, they may contribute 
to extend and keep up, such a state of delusion, or, 
as Mr. Norman emphatically designates it, a moral 
epidemic. And, doubtless, such a state of the 
circulation and of the rate of interest is calculated 
to favour all projects for investment of money 
which hold out the prospect of increased income 
to the subscribers. It favours also, although it 
does not originate, V adding and land speculations, 
the facility of borrowing being essential to the ex- 
tension of such speculations. 

When the market rate of interest happens to have 
fallen, if there has not previously been an equivalent 
rise in the price of government securities, there may 
be such a rise of the public funds as may have the 
character of speculation ; on such occasions, the an- 
ticipation of the prices to which they ought to attain, 
may be an exaggerated one, but the foundation for 
the rise would substantially exist in a tendency to 
an adjustment of the relative value of different 
securities for investment. On the other hand, a rise 
in the market rate of interest, more especially if 
combined with political apprehensions, .has a ne- 
cessary tendency to reduce the prices of all securi- 
ties, quite independently of any forced contraction 
of the circulation by the Bank. In truth, “ the 
putting on of the screw ” by the Bank, which is the 
modern phrase for raising the rate of discount, is no- 
thing more than the Bank’s following the rise of the 
market rale ; the main well-founded charge against 
that establishment having been, not that it raised 
the rate unnecessarily or too soon, but that it did 
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not follow that rise sufficiently soon, nor with suf- 
ficient effect. 

It must be quite evident that, as a fall in the 
rate of interest favours projects which hold out 
to subscribers the prospect of an improved income, 
so a rise in the rate of interest is necessarily at- 
tended with a fall in the value of projects in actual 
operation, and with discouragement to the form- 
ation of new ones.* But these effects of variations 
in the circulation and in the rate of interest, on 
the prices of securities, have no analogy in the 
markets for commodities. 

If there exist grounds for speculation in goods, 
a coincident facility of credit may , but will not 
necessarily , extend the range of it. It is not easy, 
for instance, to imagine that the speculations in Tea 
would have gone to greater length, in a state of 
the utmost facility of credit, and of the easiest 
state of the money market, than they have recently 
done, while the money market was in its most 
contracted state. Allowing, however, that, given 
the motives for speculation, a facility of credit, and 
more especially a tendency, by abuses of banking, 
to an undue extension of it, may admit of a greater 
range to speculation, it will be found that the 
prices of commodities are little, if at all, affected by 
temporary alterations in the rate of interest ; whilst 
a permanent increase of the rate of interest would 
have effects on the prices of produce directly op- 
posite to those which are commonly supposed. A 
permanent rise of 2 per cent., or even 1 per cent, 
per annum, would ultimately raise the prices of 
commodities, inasmuch as it would increase the cost 

* At the same time, if any event in politics or in trade should 
occur, affording grounds for anticipating a great alteration of 
prices, an immediate speculation will arise, in despite of a great 
coincident pressure on the money market, as witness the 
speculation, befoie referred to, in September last in Spanish 
and South American securities. 
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of production, especially of articles into the pro- 
duction of which machinery entered. 

Although in some of the foregoing remarks I 
have blended speculation with overtrading, as 
having in some points of view the same tendency, 
namely, that of an abuse of credit; and although, 
in common language, each may be resolvable into 
the other, there are some distinctions between them 
which are not without their importance in practical 
application. 

Speculation does not necessarily involve over- 
trading, inasmuch as it may, in some cases, operate 
as a disturbing cause upon prices, without any 
undue extension of credit ; while it is of the very 
essence of overtrading to be connected with en- 
gagements on credit in undue and excessive pro- 
portion to the capital requisite to provide against 
adverse contingencies. The instances of any 
general prevalence of overtrading in this sense of 
the term, by speculative purchases of produce with 
a view to resale on the spot, to such an extent as 
to entail, by their failure, any material derangement 
of commercial credit, have of late years been of 
very rare occurrence. In 1825* the transactions of 
that kind, wild as some of them were, and disastrous 
to the individuals concerned, were only among the 
minor causes of the great depression of the ex- 
changes, and the general derangement of the cir- 
culation at that period. The main causes, as I have 
elsewhere described, were overtrading, in the more 
distinct sense of the word, both in imports and cx- 

* In the references which are frequently made to prices, 
and the state of the circulation in 1825, it is commonly assumed 
that the rise in the prices of produce was, strictly speaking, 
general; and thence the inference that the cause must have 
been general. But a material feature in that view is overlooked, 
which is, that the corn market and the markets for provisions 
were not in the slightest degree under the influence of the 
spirit of speculation which prevailed in some of the othfer mar- 
kets for produce. 



168 


STATE OF THE CIRCULATION 


ports of commodities, and in the transmission of 
capital, in great part borrowed, for loans to the 
states of South America, and for advances in 
mining schemes. There were at the same time in 
progress loans to some of the governments on the 
continent of Europe ; these were probably with a 
less proportion of borrowed capital, and therefore 
mignt not come under the description of over- 
trading, but they co-operated with other causes in 
depressing the exchanges. 

The overtrading in commodities was not stimu- 
lated or induced by the facilities of the money 
market, but by the very low stocks of all the raw 
materials of our manufactures at the close of 1824, 
which gave occasion for orders to be sent out 
for purchases abroad, to an extent and at prices 
which the event did not justify, and in such undue 
proportion of borrowed capital, that by the fall 
of markets here, the bills for the payment of those 
purchases, while they depressed the exchanges, 
could not be fully met. 

The facilities of the money market which existed 
in 1824 doubtless favoured this overtrading in 
imports ; but it was still more distinctly in specu- 
lative exports that the state of banking at that 
period favoured overtrading. The Scotch banks, 
especially those of Glasgow, were considered as 
being greatly accessary in ministering to the spirit 
of adventure which then prevailed in shipments to 
foreign parts, by advancing a very large proportion 
of the amount on long.c.ated bills. Those ship- 
ments were mostly for account of the exporting 
manufacturers, or merchants, possessed of com- 
paratively slender capitals ; so that in the first, 
instance a large mass of bills was created, and as 
the returns in most cases were not forthcoming 
when the acceptances became due, the Banks 
refusing to renew the bills, the acceptors of course 
failed. In England a good deal of the same over- 
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trading in exports took place, although not perhaps 
to so great an extent as in Scotland. The general 
exports were, at that time, on a very extended 
scale, but being in a great proportion for account 
of the shippers, furnished no immediate means of 
payment for the large imports both of commodities 
and securities in 1825, which therefore drained the 
Bank of England ; the returns however were 
forthcoming, with considerable loss, in 1826; and 
thus, with the diminished imports, caused the tide 
of the metals to set in so strongly as it did after 
the close of 1825. Since that period, the only in- 
stance of overtrading so extensive as in its con- 
sequences to disturb or derange commercial credit, 
has been in the case of the American houses in 
1836-7. In fact, with this exception, there has 
not been, since 1825, any difficulty or disturbance 
of the money market till the recent instance of it, 
which is the subject of the present discussion. 

It may appear to my readers that, admitting the 
truth of the position tor which I am arguing, of 
the absence of any immediate influence of variations 
in the amount of the circulation, and in the rate 
of interest on the markets for produce, a dispro- 
portioned importance lias been attached to it in 
this discussion. But the point in question is of 
more importance than at first appears. It not only 
enters as an essential element into all discussions 
which have for their object to elucidate the causes 
of the most striking variations which the state of 
agriculture and trade have undergone in former 
times, but has formed a prominent part in the 
views which have been taken of the causes and 
probable consequences of the recent pressure on 
the money market, and of the means of obviating 
a recurrence of them. It has been considered that 
a state of general prices of commodities, including 
corn, above the level of prices abroad, has been tin 
main cause of the depression of the -cxchangeS ; 
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and that no rectification of these was likely to be 
accomplished without bringing down the prices of 
commodities, so as to cause a demand for export. 
Whereas, in truth, the prices of securities, with 
the price of corn, formed the whole feature of the 
case. And if the Bank had earlier attended to the 
importance of reducing the prices of securities, 
instead of looking to the prices of commodities, 
the circulation would have been in a much more 
satisfactory state. 

Results of the examination of Mr. Hume' s Speech. 
— In the foregoing examination of the prominent 
po : nts of the charges brought against the Bank, I 
have endeavoured to show, — 

1. That the practice of using the terms abun- 
dance and scarcity, and consequent value of money, 
indiscriminately, for value in use and value in ex- 
change, is a pervading source of error throughout 
the whole of the reasoning by which the several 
inferences are drawn, and by which the general 
conclusion is sought to be established. 

2. That the blending of the amount of deposits 
with the amount of bank notes issued, as coming 
under the single designation of paper circulation, 
emanating from the Bank of England, leads to an 
incorrect view of the working of the system. 

3. That a reference to the amount of securities, 
as a criterion of the quantity of money, leads to the 
most palpable incongruities, a striking instance of 
which is exhibited in the consequence ascribed to 
the increase in the securities by upwards of 3 mil- 
lions in the first six months of 183'J, namely, that 
of having made money cheap, and caused specu- 
lations ; the criterion so assumed, and the conse- 
quence ascribed to the increase of securities, 
involving the glaring inconsistency of being in 
direct variance with the criterion equally laid down, 
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and the consequences ascribed to it, of the amount 
of the liabilities* 

4. That the market rate of interest is subject to 
occasional variations which it is not in the power 
of the Bank to control ; although, for short inter- 
vals, the regulation of its securities may have some 
temporary effect in increasing or diminishing, and, 
at any rate, in accelerating or retarding, a pre- 
existing tendency in either direction. 

5 . That there is no foundation in fact or in 
reasoning for the theory which ascribes a neces- 
sary and direct influence to the occasional expansion 
or contraction of the Bank issues on the prices of 
commodities, by generating a spirit of speculation 
on the one hand, or by compelling a resort to 
forced and ruinous sales on the other. And that, 
in truth, there has been no remarkable disturbance 
of the markets for produce during the two last 
years ; the articles of corn, cotton, and tea, which 
have notoriously been under the influence of pe- 
culiar circumstances, excepted. 

6. If I have succeeded in my endeavours to 
prove the foregoing positions, it will follow that, 
as they embrace the whole of the grounds on which 
Mr. Hume has proceeded, in stating his views on 
the management of the currency by the Bank, he 
must be considered as having failed of establishing 
his conclusion to anything like the extent that he 
has proposed, namely, <c That the evils which the 
commercial and manufacturing interests have ex- 
perienced are attributable chiefly, if not entirely, 
to the conduct of the Bank.” 
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CHAP. IV. 

ON THE SEVERAL ALTERATIONS PROPOSED IN THE 
MANAGEMENT OF THE CURRENCY, WITH A VIEW 
TO REMEDY THE EXISTING DEFECTS. 

It is an unfortunate consequence to the Bank of 
England, of the position of difficulty in which it 
suffered itself to be placed on the recent occasion, 
so soon after one similar in kind, although not so 
striking in degree, had occurred not many months 
before, that not only among persons connected 
with banking establishments, jealous ot^ and seeking 
to participate in, the privileges hitherto enjoyed 
exclusively by that institution, but among many, 
and so far as can be judged from published and 
publicly expressed opinions, among a vast majority 
of those who, without any immediate pecuniary 
interest, attend to and reason upon the subject, 
the continued existence of the privileges of the 
Bank of England beyond the period to which they 
are limited is looked upon as an evil not to be 
doubted, and. not to be endured. 

I have never been in the habit of attributing 
“ absolute wisdom” to the management of the Bank 
of England ; on the contrary, I have endeavoured 
to point out, in a spirit of fairness, what appeared 
to me to have been errors in the regulation of the 
currency, so far as it has depended upon the Bank. 
One of the sources of those errors has been the too 
great sympathy of the directors with the claims of 
the mercantile community, such sympathy being,' 
moreover, but too consistent with the interests of 
the proprietors. And such being the source of their 
errors, I very much suspect that the mercantile 
and manufacturing interests, which, judging from 
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the pamphlets on the subject, and from the tone 
of the public press, and from speeches both in and 
out of parliament, manifest a decided hostility to 
that establishment, will find themselves woefully 
mistaken in the anticipation of benefit which they 
look to derive from so great a change of system 
as that of which they seem desirous. They (I 
mean the bona fide objectors, and not those who 
expect to be admitted to a participation in the 
advantages of issuing paper money within the 
circle now exclusively occupied by the Bank of 
England) remind me of those sagacious indi- 
viduals who imputed all the evils which they felt 
to the too lax reign of King Log, and made a 
discovery of the errors of their reasoning in the 
greater evils which they experienced under the 
more rigid rule of his successor. 

The specific charge of mismanagement brought 
forward against the Bank of England is, that by 
arbitrarily making money too cheap at one time, 
and too dear at another, or, according to more 
ancient but somewhat more correct phraseology, 
by depressing the rate of interest at one time and 
raising it at another, with a mere view to the in- 
terests of their proprietors, the prices of commo- 
dities and the state of credit are unnecessarily 
exposed to all the fluctuations consequent upon 
occasional excessive expansion and contraction of 
the circulation. I have endeavoured to show how 
little foundation, in fact, there is for these im- 
puted consequences of the Bank system ; the 
main objection to the management being the 
danger to which the circulation has been exposed 
by it, of a suspension of its convertibility; against 
the recurrence of which danger there is, under the 
present system of regulation, if regulation it can 
be called, too little security. 

If greater security against the recurrence of the 
danger of suspension, which we have so narrowly 
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escaped, cannot be provided consistently with the 
maintenance of the existing establishment, in its 
main functions, of which the most important is that 
of being the sole source of issue of paper money 
within the circle to which its exclusive privilege 
extends, there ought to be no hesitation in taking 
early measures with a view to the substitution of 
some other system. Of any system so substituted, 
the primary object should be to afford the fullest 
security for the preservation, under any possible 
circumstances, of the present standard of value, or, 
in other words, of the constant and perfect con- 
vertibility of the paper into gold, according to the 
existing Mint regulations. 

But the machinery of the Bank of England is so 
excellent, and the working of it, in all its details, so 
perfect ; it is an institution which, in its daily oper- 
ations, is so interwoven with the habits of the mer- 
cantile and banking and trading classes of the 
community, that it will, in my opinion, be found to 
be deserving of serious consideration, whether, con- 
sistently with the preservation of the present esta- 
blishment and with the maintenance and, if possible, 
an extension of Its main function of being the prin- 
cipal, if not the sole, issuer of paper money, it is not 
susceptible of such improved regulation as may 
afford a sufficient security against the contingency 
of a predicament like that in which it has recently 
suffered itself to be placed. 


Section 1 . — On the proposed total Separation of 
the Business of issuing Bank Notes from that of 
the Deposits , and other mere Banking Operations, 

Among the able publications which appeared on 
the subject of the currency on occasion of the 
pressure on the money market in 1836-7, there 



IN THE SYSTEM OF BANKING. 175 

was a great preponderance of opinions in favour of 
a complete separation of the business of the issue 
of promissory notes from that of the deposits and 
other mere banking operations. This separation, 
it has been thought, could be effected consistently 
with the maintenance of the establishment of 
the Bank of England, preserving, and, if possible, 
extending, the sphere of its existing privileges of 
issue, but keeping the department for such issue 
distinct and separate from the banking depart- 
ment. Mr. Norman, who, as a director of long 
experience, and possessing scientific as well as 
practical knowledge, is to be considered as a high 
authority on this subject, has, in a publication 
whicii appeared about two years ago, given his 
opjnion that the principle of retaining a fixed 
amount of securities should be abandoned, and 
a plan, of forming two distinct departments, sub- 
stituted for it. The following is the passage of 
Mr. Norman’s tract to which I allude: — 

“ The principle of retaining a fixed amount of 
“ securities, lately acted upon by the Bank, had 
“ the merit of being the first, if not the only, sys- 
“ tern at all in accordance with the rules of 
“ science which have ever yet guided the conduct 
“ of any very important body issuing a paper cur- 
“ rency ; yet it is palpably faulty, as mixing to- 
“ gether circulation and deposits — things in their 
“nature distinct; and treating an increase or 
“ diminution of the former as equivalent to an in- 
“ crease or diminution of the latter; it is besides, 
“ as experience has shown, of extremely difficult 
“ application, and requiring, to be understood in 
“ practice, much explanation, which may not, after 
“ all, be successful in making it perfectly intel- 
“ ligible to the public. Rendering full justice to 
“ the talent of those who devised this scheme, it 
“ seems clear that the time is come when it ought 
“ to be abandoned, and the plan so ingeniously 


vol. in 
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“ explained by Colonel Torrens, viz. that of form- 
“ ing two distinct establishments within the walls 
“ of the Bank, of which one should form the bank- 
“ ing, the other the circulation department, be 
“ substituted for it, provided there are no insuper- 
“ able difficulties of a practical kind in the way. 
“ Upon this point, the author’s acquaintance with 
“ the internal mechanism of the Bank is not suf- 
“ ficiently particular to enable him to pronounce a 
“ decided opinion ; he can only say that, although 
“ perhaps great, he cannot think them insuperable ; 
“ and that no minor obstacles in the details of the 
“ corporation, should be allowed to stand in the 
“ way of a great public good.” (p. 97*) 

With reference to the opinion here stated, which 
is deserving of every attention, I have before had 
occasion to observe, that whatever the merit may 
have been of the principle of retaining a fixed 
amount of securities, there is reason for think- 
ing that the rule was derived from the fact, and 
not the fact from the rule, in the only instance 
in which, during four successive years, the secu- 
rities had been preserved in a tolerable degree 
of uniformity, viz. from 1828 to 1882! During 
the whole subsequent period, it seems to have been 
a rule which regulated nothing. But I do not see 
why it shouid be pronounced to be faulty, simply 
because it mixes together circulation and deposits, 
things in their nature distinct. One great objection 
to it, doubtless, is, that there is no clear guide to 
the amount which should be considered as that 
which it is desirable to preserve unvaried ; and 
another objection is, that without that part of the 
scheme propounded in 1832, which related to the 
proportion of one third of bullion to the liabilities, 
there would never be any security from the risk of 
overestimating the amount that might be so held ; 
the consequence of which might be, under circum- 
stances suddenly operating upon the exchanges, a 
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drain of bullion to exhaustion b fore an adequate 
contraction of the whole circulation would be 
effected.* 

With regard to the substitution of the plan of 
separating the issuing from the mere banking 
department, I concur in the following opinion, 
expressed by Mr. Pennington in his letter to 
me, inserted Vol. II. p. £>78. of this work, dated 
April 10, 1838 : — “ Although there is at present, 
“ I apprehend, no confusion of accounts between 
“ the two departments, yet so complete a separa- 
“ tion of them as that which has been suggested 
“ could not well be effected without a more formal 
“ division of debts and assets than mere book- 
“ keeping can accomplish.” And more especially 
do I participate with him in the doubt which he 
expresses when he adds, “ Whether a deposit 
“ bank, on so large a scale as that of the Bank 
“ of England, could be so conducted as to pre- 
“ vent considerable variations in the value of the 
“ currency, I own I have considerable doubts.” 

If no other scheme could be devised for pre- 
serving inviolable the principle of convertibility of 
the paper, which I hold to be the condition sine 
qua non of any sound system of currency, there 
would, in my opinion, be sufficient reason for the 


* Tried, however, by the proportion of bullion to the liabili- 
ties, the irregularity of the action of the Bank is still more 
striking than by a reference to the amount of the securities ; 
thus, for instance — 

Liabilities. Bulliou. 

£ £ 

May 28. 1839 - 26,028,000 - 5,119,000 

July 23. 1839 - 26, 904*, 000 . 3,785,000 

And, in point of fact, there is no part of the evidence on the 
Bank Charter in 1832 which warrants the supposition so com- 
Luuiily entertained, that the directors considered themselves 
bound to endeavour to maintain their bullion in the proportion 
of one third to their liabilities. Indeed, it was quite impossible, 
consistently with their qualifications of the rule, that, ’except by 
accident, that or any other proportion should be observed- 
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adoption of a plan on the footing of the separation 
suggested. But, on the supposition of its being 
deemed desirable to resort to such a plan, there 
would be great difficulty in preserving the sepa- 
ration, consistently with having the control of 
both departments under the same body of direc- 
tors. And since, in regard to the difficulties of 
a practical kind in the way of such arrangement, 
Mr. Norman, with all his experience as a director, 
states that his acquaintance with the internal me- 
chanism of the Bank is not sufficiently particular 
to enable him to pronounce a decided opinion, it 
would be the highest presumption in me to hazard 
any conjecture upon the practicability of it. 

Supposing, however, the practical difficulties of 
the machinery to be got over, I am very much 
inclined to suspect, that the plan, in the working, 
would not be found to answer all the expectations 
entertained of it by its advocates. It would, in- 
deed, if strictly enforced, effectually preclude all 
danger, under any probable circumstances, of a 
suspension of cash payments ; and the full secu- 
rity on that score would, if it could only thus be 
obtained, be a compensation for much attendant 
inconvenience. But although such a separation, if 
it could be really and rigidly maintained, would 
effectually preserve the convertibility of the paper 
under any probable demand for gold, it might, un- 
der some conceivable circumstances, be attended 
with a whimsical effect. Supposing the deposit 
department to have no convertible capital be- 
yond it'- "est, and to have advanced on securities 
an undue proportion of its deposits, a sudden de- 
mand might, under circumstances of no impro- 
bable occurrence, arise from the depositors to an . 
extent beyond that which the reserve of notes or 
bullion, or of securities immediately convertible, 
could satisfy. In such case the deposit depart- 
ment, in its extremity, might apply to the issuing 
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department for an advance of bank notes or gold ; 
but the latter department must be supposed inex- 
orable, and so the banking department under the 
same establishment might stop payment, while the 
issuing department would go on as usual. 

The heaviest charge against the Bank, in its 
management of the circulation, of late years, has 
been that of allowing itself to be brought to the 
very verge of suspension ; for, in other respects, 
it is rather in their management of the deposits, 
than in that of the issues, that the directors have 
operated inconveniently on the rate of interest. 
In fact, hitherto the main inconvenience that has 
been felt in this country, from what is called, but 
with no great propriety, a disturbance or derange- 
ment of the currency, during the last twelve- 
months is confined to the variations which have 
occurred in the rate of interest; for of commer- 
cial discredit, or of disturbance in the markets for 
produce, or in the value of property in lands or 
houses, nothing whatever lias been experienced. 
But is it clear, and on what grounds can it be 
shown, that under a purely metallic variation there 
would not occasionally be very great fluctuations 
in the rate of interest, and under many concei mible 
cases much greater ? 

1 am inclined to think, as I have before ob- 
served, that in an extended commerce like ours, 
in which it is inevitable that confidence must pre- 
vail in ordinary and still more in prosperous times, 
and that credit must consequently, in various 
forms, such as bills of exchange, book credits, anc 
contracts for time, enter largely into the genera 
transactions, overbanking and overtrading may 
and among a highly ambitious and enterprising 
mercantile community must, occasionally take 
place. And although overbanking and overtrading 
might not, under a rigid metallic variation, pro- 
ceed so far as they might in the case of an accom- 
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panying increase of paper money, the transition 
to a state of discredit, although perhaps, but not 
certainly, within a shorter range in point of time, 
would in some instances, be more severe j that is, 
the transition from a low to a high rate of interest 
might be more abrupt, and to a higher rate, and 
consequently a revulsion of credit, if there had 
been previous overtrading, would be more sudden, 
and more severely felt. 

In times, for instance, when a sudden demand 
for foreign currency should arise, such as the im- 
portation of a large quantity of foreign corn, and 
simultaneously, perhaps, of several other kinds 
of produce, in consequence of previously short 
stocks, the pressure on the exchanges causing 
a sudden export of the circulating medium in 
payment, before increased exports of commodities, 
could be made available, (and still more, as has 
been the case in some instances, for example, in 
1818 , when large loans by the continental powers 
occasioned the transmission of capital from this 
country for investment in foreign securities,) might 
be such as to entail a sudden and very great con- 
traction of the currency. This would be felt most 
severely in transactions on credit. Large amounts 
of bills of exchange and promissory notes, and 
book credits, for transactions on an extended scale, 
entered into while confidence had been entire, and 
when new fields of enterprise had presented them- 
selves, might just then be becoming due. At the 
same time the bankers, feeling immediately the 
effect upon their reserve of the contraction of 
the circulation, would call in their advances on 
book credits. Under such circumstances, the 
merchants and manufacturers, who might have to 
borrow or discount for the discharge of those en- 
gagements, would have to pay enormously for the 
accommodation, by a very high, and, it might be, 
a very ruinous rate of interest or discount. 
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It may be asked, why this should be the case? 
wny, or how, upon a strictly metallic basis, the 
transition from a low to a high rate of interest, 
even in the case supposed, should be likely to be 
more severe than under a system in which, as at 
present, the two departments of deposits and issues 
are blended ? The answer to this question is, that 
whether it might not be more severe would de- 
pend upon the state of trade and of credit, both 
private and public, at the time when, from cir- 
cumstances arising either at home or abroad, there 
should occur a demand upon the Bank for gold. 

Under circumstances, for instance, like those in 
which the trade and circulation stood in 1838, 
there having been no general prevalence of over- 
trading, and not much observable of unduly ex- 
tended credit, I conceive that the early check 
which, upon the plan here supposed, the first 
marked demand for export of bullion would have 
occasioned, in the contraction of the circulation^ 
and a consequent early and decided advance in 
the market rate of interest, would, for the reasons 
before given, (more especially as it would have 
prevented so large an importation of American 
securities,) have obviated, in all probability, the 
necessity for such stringent measures as have since 
been found requisite to save the Bank of England 
from suspending its payments. 

But if an examination were entered into of the 
manner in which the system of separation would 
have worked, if it had been in operation, in 1835-0, 
it would be found that, while it would have pre- 
sented no obstacle whatever to the phenomena of 
the low rate of interest, the speculations in shares, 
and the overtrading with the United States and 
■the East Indies and China, and the extravagant 
credits granted by the American houses, it would 
infallibly, when the turn came, (as it must equally 
have come,') causing a demand tor gold, both for 
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export and for internal purposes, have been at- 
tended with a recoil much more abrupt and violent 
than that which was experienced. 

I have before had occasion to observe, that, as 
far as regards the bank notes in circulation, the 
amount in 1835-6 was not above that which would 
have existed under a separate and metallic variation ; 
while the banking or deposit and discount depart- 
ment, receiving so very large an accession of de- 
posits as it then did receive, would equally have 
invested the same proportion as it did in secu- 
rities, the same reasons applying. Consequently, 
the rate of interest would have been as low, and 
the facilities of credit, and the motives for making 
use of it in overtrading, would equally have ex- 
isted, without any check from the issuing depart- 
ment, inasmuch as gold was still flowing in till an 
advanced period of the spring of 1836. When, 
however, the demand for export of gold arose, 
such demand, operating in an immediate contrac- 
tion of the circulation of Bank notes, would, in all 
probability, have rendered a considerable propor- 
tion of the immense mass of bills of exchange, 
both foreign and inland, inconvertible, except at 
a very much higher rate of interest than then pre- 
vailed. A sudden decrease of two millions, from 
the already low amount of the circulation, would 
have had a serious effect on the discount market, 
and perhaps on commercial credit ; an effect much 
greater than a similar reduction under the present 
system. 

The London bankers and the great money 
brokers, and consequently the country bankers, 
under the existing system, proceed with some, 
degree of confidence, even in times of pressure, 
in advances or discounts on unexceptionable 
securities, at the same rate as that announced 
by the Bank, or, in the case of the money bro- 
kers, with the addition of a commission ; be- 
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cause they feel assured that they can draw bank 
notes out on an emergency, by sending bills into 
the bank for discount, and so fill the void which 
would otherwise exist in the means of making 
the customary amount of payments. If no such 
grounds of confidence existed, the limitation of 
discounts or loans by the bankers and money 
dealers would, under the first pressure, be in a 
much greater proportion than that of the amount 
of reduction in the circulation. The deposit de- 
partment might, doubtless, answer the demands of 
its depositors, and issue what bank notes it held 
to them and to applicants for discount, and so, to 
the extent of its stock of bank notes and bullion, 
might offer relief. But in the case which I am 
supposing as that of August 1836, there would 
certainly have been no bullion, and very few bank 
notes, to spare in the deposit department; for, upon 
the first feeling of pressure, the deposits would 
have been diminished, and the applications for 
discounts would have increased. Indeed, the 
withdrawal of deposits, large as it was, having 
been to the extent of upwards of five millions 
between January and September of that year, 
would have been much larger under the circum- 
stances supposed, and could only have been met 
by forced sales of securities, accompanied by an 
extreme limitation, if not an absolute refusal, of 
further discounts. But it could not by those or 
any other means fill any void in the circulation 
of bank notes which the demand for bullion had 
caused ; nor could it have interfered, as it did, in 
behalf of the Northern and Central Bank, or in 
behalf of the American houses; and it is left to 
the reader to judge, whether the rise in the rate 
of discount would not have been, in the case 
supposed, much greater than it actually was. 

.Reasonable grounds, indeed, might ’be shown 
for the opinion, that in the majority of .cases, of 
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reaction from previous overtrading, against which 
it is doubtful whether there would be greater se- 
curity, the pressure, under the proposed separation 
of the deposit and banking departments, would be 
more severe than under the present system. The 
greater restrictiveness, and the consequent liabi- 
lity, under certain circumstances, to a more sudden 
rise in the rate of interest, and to a more abrupt 
termination of unduly extended credit, ought most 
unquestionably not to be allowed to outweigh the 
consideration of the greater security which the 
plan proposed would afford against the contin- 
gency most of all to De guarded against, of a 
suspension of cash payments. But independently 
of the greater restrictiveness or rigidity with whicn 
the machinery of such a system is calculated to 
act, the anomalies and difficulties attending any 
attempt at carrying into effect a complete separa- 
tion, such as that suggested, in the same establish- 
ment, and under the same general control, appear 
to be of such a nature as not easily to be sur- 
mounted. 

Upon the whole I cannot help thinking, with 
great deference to the deservedly high authority 
of those persons who have recommended such sepa- 
ration of the business of the Bank of England into 
two departments, perfectly distinct and indepen- 
dent of each other, that if such separation could 
be carried completely into effect, which seems to 
be doubtful, the system would not be found to 
work so well, that is, with so little disturbance of 
the money market, as the system of union of the 
two departments, provided that the system as it 
exists in that respect could be guarded from such 
danger of suspension of convertibility as we have 
so narrowly escaped. 
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Section 2. — Plan proposed for retaining the 

present System of Union of the Two Depart- 
ments , with greater Security against the Risk of 
Suspension. 

There is one alteration in the mode of manage- 
ment, which, if the directors could be prevailed 
upon to adopt, with some satisfactory assurance to 
the public for faithful adherence to it, would, as 
it strikes me, afford the full advantages of the 
greater facility and play of the machinery attend- 
ing the present system, without the liability to a 
recurrence of such alarm for the convertibility as 
has been recently experienced. The alteration 
which I would venture to suggest is a very simple 
one, namely, that discarding the rules which were 
professed about keeping the securities even, and 
of investing in a full state of the currency two 
thirds of their liabilities, rules which were incon- 
sistent witn each other, and were in fact never 
observed, the directors should undertake to hold in 
reserve a much higher average amount of bullion 
than they have hitherto considered it necessary or 
consistent with the interests of their proprietors to 
maintain : the fundamental error in the manage- 
ment of late years having been, that of attempting 
to regulate the large united amount of circulation 
and deposits upon too small an average reserve, 
partaking very much of the character of over- 
banking. 

The opinion which I ventured to express in 
a former part of this work, written two yeais 
ago *, “ that as far as the eventful experience of 
“ the last fourteen years, viz., since 1 82 1 , can 
“ serve as a guide for judgment on this point, 
“ there appear to be good grounds for believing 
“ that not less than ten millions can ever be con- 
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“ sidered as a safe position of the treasure of the 
“ Bank of England, seeing the sudden calls to 
“ which it is liable,” has received ample con- 
firmation from recent events. 

Circumstances of no improbable occurrence 
irove clearly, that with our present corn laws 
arge foreign payments, in the event of a deficient 
harvest, concurring with other causes of an ad- 
verse exchange, may require an export, of bullion 
to the extent of ten millions. That was the 
amount of treasure in the Bank coffers in 1888, 
and it was reduced in 1839 by actual export to 
little more than two millions ; and if to the eight 
millions actually exported be added the two mil- 
lions of credit which the Bank availed itself of on 
the Paris bankers, besides a further amount of 
about 700 , 000 /. which were drawn upon Ham- 
burg against a distinct credit, supposed to be for 
account of the Bank of England, these amounts 
being in lieu of so much shipment of bullion, the 
total balance of demand on the coffers of the 
Bank may be considered as equivalent to ten 
millions. In 1836 the stock of bullion, having 
been nearly eight millions, was reduced in a few 
months below four millions , and if the ports had 
then opened, as was at one time probable, for the 
admission of foreign corn at the lowest duty, there 
is every reason to believe that the Bank would 
have been driven as nearly to exhaustion at that 
time as it has recently been. The narrowness of 
such escapes, especially when at the expense of 
such an expedient as that of a resort for assistance 
to the bankers of Paris, is any thing but creditable 
to the country and to the institution. 

Hitherto, at least since 1830, whenever, by the 
tide of the metals inwards, the amount of bullion 
has reached ten millions or upwards, the Bank has 
taken active measures to convert a part of so 
unproductive a stock into securities ; and con- 
sequently the intervals during which the amount 
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was at that high rate were very short ; a few 
months in 1833 and a few weeks in 1838 ; while 
during 1834 the amount gradually fell from 
9,954,000/. to 6,720,000/., ranging under this last 
sum during the whole of 1835 ; and in the entire 
interval of the three years, 1834-5-6, the amount 
of bullion never reached one third, and was several 
times under one sixth, of the liabilities. 

If the directors had been as much on the alert 
to reduce their securities when the bullion was 
going out as they have been impatient to increase 
the productive part of their assets, and so to drive 
back the metals when they tended to reach or 
to exceed ten millions, there would be something 
like principle in the regulation ; but as it is, while 
they have been impatient under an accumulation 
amounting to ten millions, and have adopted 
forcible measures for reducing it, they have been 
perfectly passive till it got below five millions, 
when, as in the recent instance, the tide had 
already set so strongly outwards that their utmost 
subsequent efforts could hardly prevent a complete 
exhaustion of their treasure. 

The plan which I would propose is, that when 
the tide of the metals sets fully in again, the Bank 
rate of discount should be kept so steadily above 
the market rate as progressively to reduce their 
securities through that channel, without increasing 
them by Other investments. The effect of this 
would be to ensure a replenishment of their 
coffers to ten millions ; and with the purpose of 
endeavouring to preserve that amount on an 
average , it would not be expedient on the part of 
the Bank to take any active measures for the 
increase of its securities. It is not improbable, 
judging by the strength " A Alness of the tide 
with which the metals have floweu in on some 
former occasions, that the amount might thus 
reach fifteen millions, beyond which, according to 
analogy from former experience, it is not likely 
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that it would go. The probability is, that in the 
fluctuations to which our trade, particularly that 
in corn, is liable, the exchanges would take an 
adverse turn ; bullion would flow out, the market 
rate of interest would rise to the Bank rate, and 
then it would be that the advantage of the large 
stock of bullion would be felt ; because to the 
extent of five millions the foreign exchanges or 
internal demand might be allowed to operate 
upon the stock of bullion, without the necessity 
on the part of the Bank to counteract that demand 
by any active measures in raising its rate of dis- 
count or selling its public securities. The quan- 
tity of money in such case in actual circulation 
would not be reduced, excepting in a small pro- 
portion only, to the reduction of the amount of 
bullion, because the withdrawal of deposits would, 
under the slight pressure on the money market 
which would attend a rise in the market rate of 
discount to the Bank rate, restore to the circu- 
lation an amount of Bank notes nearly equivalent 
to that which had been in circulation against the 
bullion taken out. In the majority of cases of the 
variations in the value of our currency relative to 
the currencies of other countries, whether origi- 
nating on this side or the other, the balance of 
payments would in all probability be satisfied by 
the export of that amount of bullion. If the drain, 
however, on the coffers of the Bank should, after 
a reduction to ten millions, continue so as to give 
reason to apprehend the existence of more exten- 
sive and deeper seated causes of demand for the 
metals, measures might be taken for its counter- 
action, without producing alarm and disturbance 
of the money market on the one hand, or endan- 
gering an extreme and unsafe degree of reduction 
of the Bank treasure on the other. 

A latitude for variation between fifteen millions 
and five millions would afford a much greater 
exemption from shocks on the money market than 
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a variation, as it has recently been, between ten 
millions and nothing. 

That the Bank might, by a regulation of its 
securities, maintain a high average amount of 
bullion, such as has here been suggested of fully 
ten millions, cannot admit of any reasonable doubt. 
And I believe that such a regulation would be 
more easily practicable than either that of main- 
taining the securities even, or of preserving the 
bullion in any given proportion to the liabilities. 
The money market would be less liable to be 
disturbed than under either Of the two latter 
alternatives. The utmost alteration of the rate of 
discount to which the Bank might have occasion 
to resort would probably not exceed 1 per cent. ; 
and the occasions for an alteration even to that 
extent would probably be rare. A system like 
this would be less restrictive, that is, the principle 
of limitation would operate less rigidly under such 
a regulation of the bullion, consistently with a 
blending, as at present, of the issue and deposit 
departments in the Bank of England, than by their 
total separation. 

I feel strongly confirmed in this view of the 
greater facility, that is, of a principle of more easy 
adaptation, in the present system, subject only, as 
an essential condition, to the maintenance of a 
much larger stock of bullion than has hitherto 
been retained, by the opinion of Mr. Gurney. 
The following is an extract from his evidence be- 
fore the committee on the Bank Charter in 1832. 

3592. “ Would not these fluctuations in the 
“ value (interest) of money take place even 
“ although there were no paper circulation ? — I 
“ think they would take place, and to a greater 

extent. 

“ Why do you think to a much more severe 
“ extent ? — Because the transactions would at 
“ times be much more cramped, a circulation of 
“ coin not giving nearly the same facilities.' 
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“ Do you think that it is possible that any 
“ system of banking could be established in the 
“ country which would prevent the variations in 
“ exchanges you have stated to exist ? — Decidedly 
“ not. 

“ What state of currency do you think would 
“ be the state that would occasion the least fluc- 
“ tuation ; a paper, or a metallic, or a mixed 
“ currency ? — A mixed circulation has the best 
“ effect in this respect. No system of currency 
“ can be established that will prevent these fluc- 
“ tuations ; they are in the very nature of things ; 
“ you can no more prevent the value (interest) of 
“ money rising and falling, or the variations of the 
“ foreign exchanges, and their consequences, than 
“ you can prevent variations in the prices of corn. 

“ In a sound state of the currency, will not 
“ those fluctuations that occasionally happen be 
“ dependent altogether upon commerce ? — Not 
“ altogether. 

“ Will they not be mainly dependent upon the 
“ natural changes in the value of commodities, 
“ foreign and domestic ? — Partly, but not wholly 
“ so. 

“ Having stated that those fluctuations would 
“ be violent, supposing the currency altogether 
“ metallic, and that they would also occur if the 
“ currency was altogether paper, do you not think 
“ that a mixed state, such as we have now, or one 
“ similar to that, is the one most likely to prevent 
“ those fluctuations ? — I think that such a circu- 
“ lating medium as we have now has the most 
“ wholesome effect of any in controlling these 
“ variations.* 

• Mr. Gurney, in speaking of the wholesome effect of the 
system in controlling variations in the rate of interest, was re- 
ferring to the management such as it had been between 1827 
and 1832, when, chiefly by the possession of a large amount 
of treasure, it had in two recent instances surmounted a con- 
siderable drain without any great pressure on the money market. 
In the former part of this work (Vol. II. p. 221.) I have pointed 
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“ As it is in the nature of the .paper circulation, 

“ that when prices are rising there should be an 
« increased issue of that circulation, and when 
** prices are falling is there not a natural tendency 
“ to contract the issue ; does ndt this increased 
“ issue of paper when prices are rising tend still 
«« further to increase the prices, and does not that 
“ reduction of paper when prices are falling tend 
“ still further to reduce the prices ; and from 
“ those circumstances is it not in the nature of a 
“ paper circulation to occasion greater fluctuations 
“ than would take place if the circulation were 
“ purely metallic ? — I think not ; a state of in- 
“ creasing prices has a tendency to increase the 
“ amount of circulation ; a decrease in prices has 
“ the contrary effect ; but it is an effect that 
“ operates more decidedly upon our country bank 
“ circulation. It does not operate in the same 

extent upon the circulation of the Bank of 
“ England, because their circulation is more fixed 
“ in its character, so much of it being represented 
“ by a debt due from government, which does not 
“ fluctuate. A country banker’s circulation fluc- 
“ tuates wholly and solely, in my opinion, with 
“ the state of prices and the extent of transactions 
“ in his own district, and he cannot increase the 
“ amount beyond what is thus called for.* It is 

out strong grounds for presumption, that if during that interval 
the variation of the circulation had been on a purely metallic 
basis, the pressure on the money market, which had been hardly 
felt, would have been very severe, 

* The tendency here observed by Mr. Gurney will go far to 
explain the expansion of the country bank issues in 1 838, and 
in the first six months of 1 839. The great increase of the prices 
of agricultural produce, but still more the great increase of 
transactions by the circulation of foreign corn in the interior, 
creating a vast mass of bills of exchange among factors, and 
dealers, and millers, must obviously have caused an enlarged 
circulation of bank notes for the liquidation of such transactions. 
The bank notes so created were not the cause of the rise of 
prices, and of the consequently increased transactions by bills of 


VOL. Ill 



192 


ON PROPOSED ALTERATIONS 


“ a mistake when any people talk of over-issues 
“ of country bankers as being under their own 
“ control ; if they did not issue their own paper, 

•* they must, when their district calls for it, issue 
“ Bank of England notes. 

“ In what manner then would the prices of com- 
“ modities be affected if on a rise of prices taking 
place the country bankers did not increase their 
“ own circulation, but issued Bank of England 
“ notes in the manner suggested in the last 
“ answer? — I do not think it would affect prices 
“ at all, whether they issued a certain amount of 
“ their own notes, and added a certain amount of 
“ Bank of England notes, or whether they issued 
“ the whole amount in their own notes. 

In issuing an increased amount of Bank of 
“ England notes, do you assume that the number 
of Bank of England notes in circulation would 
“ remain the same, or be increased? — It depends 
“ upon the extent of their circulation ; at times 
° the amount of the notes issued by the Bank of 
t( England is more than comes into operation or 
“ circulation ; the effect of this is a reduction in 
“ the value (interest) of money, and very great 
“ facilities in money transactions ; this low state 
*' of money, and these great facilities, ultimately 
“ produce an extension of the amount of notes 
€( that come into operation, and extension of trans- 
“ actions ; this extension of transactions after a 

exchange and other forms of credit, but those increased trans- 
actions necessarily entailed an increase of bank notes. This 
was the case while the prices were rising, and while the dis- 
tribution of the large quantities of foreign corn was in progress. . 
After the bulk of that supply had found its way to its ultimate 
destination, and after prices had reached their maximum, the. 
activity and extent of transactions were diminished, so that, in- 
dependently of the influence which the reduction of the Bank 
of England issues was calculated to produce, the tendency of 
.the country bank circulation would have been to a contraction 
in the last six months of 1839. 
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" time operates upon prices *, but it is not a very 
“ rapid process ; it is rather slow than otherwise. 

“ Do you think that if the country bankers 
“ issued notes of the Bank of England, instead of 
“ issuing their own notes, the effect you have 
“ described upon prices would be more gradual 
“ than by issuing their own notes? — 1 think it 
“ would be more sudden. 

“ Why do you think it would be more sudden ? — 
“ Because it would then be altogether under the 
“ control of the Bank of England only ; the 
“ Bank is strongly influenced by the question of 
“ gold and of the exchanges.t If it is a circula- 
“ tion of a country bank paper, it becomes modified 
“ in a considerable degree by the interests and 
“ wants of the particular town or district; and 
“ although it must ultimately follow a reduction 
“ of the notes of the Bank of England, it would 
“ not so suddenly follow it as if it was altogether 
“ under the control of the Bank of England. I 
“ think the effect would be more injurious to the 
“ provincial towns to be so controlled, than by 
“ leaving it in the hands of those whose business 
“ it is, and who know what is wanted in each 
“ town. 

“ Does it not follow froi'n what you have said, 
“ that an over issue of notes of country bankers 
“ cannot easily be effected ? — My belief is that it 
“ cannot be effected by any act of the country 
“ banker.” 

The opinion here expressed, that an over-issue 
of notes by country bankers cannot be easily 

* See ante, p. 157. 

f If the case of the increase of the country circulation in 
1838 were gone into, and fairly followed out, it might be shown, 
that if the Bank of England had been the sole issuer there would , 
and under a purely metallic circulation there might, have been 
an equal increase of the country circulation; but the reduction 
in 1839 would probably in the latter case have been earlier, and. 
would most certainly have been more abrupt. 
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effected is well worth following out. The security 
is a point clearly distinct from the question of 
undue enlargement. 

My purpose, however, in giving this extract 
from Mr. Gurney’s evidence is to adduce a very 
important practical authority in support of my 
view of the greater rigidity of the operation of the 
principle of limitation of a purely metallic varia- 
tion, that is, of a variation in the amount of the 
circulation corresponding exactly with every vary- 
ing turn of the exchanges, as compared with a 
system like that which prevails in the management 
of the Bank of England ; a system which, if the 
security of a permanently increased stock of bul- 
lion could be added to it, appears to be preferable 
in most points of view to any others which have 
been hitherto before the public. There are, how- 
ever, objections to the essential condition of a 
greatly increased average amount of bullion, which 
are very formidable, and may be found to be 
insuperable. 

Of these objections the most important are the 
two following : — 

1. The interests or supposed interests of the 
Bank proprietors ; I say supposed, because their 
real interests are bound up with the permanence 
of the establishment, which can only be preserved 
in as far as it may be found to be conducive to 
the public interests. 

2. The country circulation, which, although I 
do not admit that it has in point of fact in any 
considerable degree counteracted any efforts of 
the Bank of England to regulate its issues by the 
exchanges, might be apt to extend itself at , the 
expense, or, in other words, to the exclusion, of 
the Bank of England circulation, in the districts 
beyond sixty-five miles from London in which 
Bank of England notes now circulate. 

The first of these objections, namely, that which. 
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may be supposed to arise on the part of the pro- 
prietors, must of course weigh greatly with the 
directors. The unproductiveness, in the view of 
immediate profit, of so large a stock of bullion as 
is here proposed to be maintained on an average, 
must of course be a serious consideration with 
reference to the dividend. To be liable to have 
a stock of bullion occasionally reaching nearly to 
the amount of notes in circulation is assuredly an 
unpromising prospect for the proprietors ; and I 
am not at all aware of any means of getting over 
the difficulty hence arising, unless some com- 
pensation in the terms of the renewal of the 
charter were offered ; a compensation which, see- 
ing the prevailing prejudices against the Bank of 
England, is not likely to be granted. 

The other objection is perhaps still more for- 
midable, namely, that arising out of the country 
circulation. I do not at all enter into the charges 
against the regulation of the issues of the country 
banks, whether private or joint stock, as tending 
necessarily to surcharge the general circulation of 
the country, and to depreciate the value of the cur- 
rency. Since the severe discipline and purification 
which the country banks underwent in IS ‘2.5-6 
there is no distinct ground to impute to the amount 
of their issues either the origin or any material ag- 
gravation of the occasional variations in the state 
of the money market which have since occurred. 
Whatever of inconvenience from those variations 
may have been experienced is fully as much charge- 
able to the Bank of England as to the country 
banks ; and in the case of neither of them do I 
consider that blame attaches so much to the 
regulation of their issues, (in which they are both 
limited in a degree that the public hardly appre- 
ciates,) as in the management of their deposits, or 
rather in their advances by way of loan and dis r 
count. In the flagrant cases of the Northern and 
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Central Bank in England, and of the Agricultural 
and 'Commercial Bank in Ireland in 1836, thfcir 
extravagance was, not in their issues, but in the 
extent and nature of the securities on which they 
had advanced the monies of both their depositors 
and subscribers. So likewise in the more recent 
instances of some other joint stock banks. And 
as regards the Bank of England, it has been in 
the use of its deposits, both in 1836 and 1839, 
and not in its circulation, that it has been fairly 
chargeable witli over banking, insomuch that if it 
had. not had the resource of its credit in the issue 
of its notes the mere banking department must 
have stopped payment. So much I have thought 
necessary to state respecting the management, 
both by the country banks and the Bank of Eng- 
land, in their general business of banking, in order 
to clear the ground for what I have to observe 
relative to their respective parts in the issue and 
circulation of paper money. Their competition 
in the issue of bank notes beyond sixty-five miles 
from London is a good deal, if not mainly, deter- 
mined by the rate of interest which they respec- 
tively charge. Now, if the Bank of England were, 
with a view of preserving a high average amount 
of bullion, to keep its rate of interest and discount 
permanently high, and mostly above the market 
rate, the effect would be, in all probability, the 
gradual encroachment of the country issues, and 
their ultimately excluding the Bank of England 
circulation.* Even on the present system of the 
Bank of England, of competing in the rate of 
interest with the country banks, the latter, there 
is reason to believe, have been gaining ground, 

* I do not here take into consideration the arrangements 
made by the Bank of England with some of the country banks, 
for the purpose of employing its notes supplied by advances on 
securities below its public rate of discount. Such arrangements 
complicate the question, and should be separately considered. 
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Mr. Norman, writing in 1838, took occasion to 
observe, — “It is the more necessary to take 
“ immediate measures for the reform of the coun- 
“ try issues, because, as things now are, the exist- 
“ ence of the currency of the Bank of England 
“ out of the metropolis hangs upon a thread. 
“ Even in Lancashire, which used to be supplied 
“ by it exclusively, joint stock notes are now cir- 
“ culated, and will gradually more and more make 
“ their way, until their rivals are entirely expelled. 
“ The final result will be to confine the latter 
“ to a constantly diminishing circle around the 
“ metropolis .” — Remarks on Currency and Bank- 
ing, p. 101. 

There would, therefore, be no fairness in requir- 
ing the Bank of England to keep up a stock of 
bullion, which might, if its country circulation 
were so reduced, amount on an average to two 
thirds or three quarters of the amount of its issues 
of notes, while the country bankers are ex- 
empted from keeping any reserve at all of gold, 
and are able, by the present rapidity of communi- 
cation with London, to obtain at the shortest 
notice a sufficient supply from the Bank of Eng- 
land to answer any unusual demand. Accord- 
ingly, if it should be deemed desirable by the 
legislature to enforce upon the Bank of England 
the necessity of habitually maintaining a larger 
amount of bullion than it has hitherto maintained, 
the Bank of England would be entitled to require, 
in the view both of compensation for the expense 
and of being the better able to regulate the circu- 
lation, to be the exclusive source of the issue of 
paper money. Whether an arrangement would 
admit of being made with the country banks on 
equitable terms to this effect I am not prepared 
to say. I have merely thrown out the suggestion 
of it, as being desirable, if practicable, with a view 
to the convenience of the public. 
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If these objections should be deemed insur- 
mountable, as from the nature of the interests 
involved is but too probable, it may he considered 
a work of supererogation to notice two other objec- 
tions, which, were the scheme otherwise practi- 
cable, would be likely to be urged against it. But 
as they involve questions of principle, and proceed 
on specious and popular grounds, they may be 
worth a passing remark. 

One of the objections here alluded to is that of 
the supposed unproductiveness, in a national point 
of view, of so much capital locked up without em- 
ployment. If the increased average amount of 
bullion were, which it is not, so much capital locked 
up from profitable employment, that consideration 
would not be a sufficient objection, seeing that the 
reason for maintaining a high average amount is to 
mitigate the tendency to great and sudden fluctua- 
tions in the quantity of money in actual circulation ; 
fluctuations which, when they do occur on an ex- 
tensive scale, are attended with a disturbance and 
misdirection of capital and industry, and with con- 
sequent losses, which in a national point of view 
would greatly overbalance any profit which might 
have been derived from the investment of that 
capital in securities, and thus driving the gold 
abroad. But in truth the stock of bullion so re- 
served cannot be looked upon, in any fair sense 
of the term, as unproductive. It is in tact a part, 
and upon the grounds which I have stated an 
essential part, of the currency circulating in the 
form of paper, which is substituted for its only 
legitimate purpose, public convenience ; a purpose 
which would not be fulfilled if a large proportion 
of gold were not held, to answer unusual calls for 
payment abroad, to which the paper is not appli- 
cable. 

The other reason that might and probably 
would he urged against any scheme involving so 
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large a reserve of bullion as has here been sug- 
gested rests on the supposition, that the attracting 
of the extra amount must be preceded by, and 
attended with, an undue and unnatural contraction 
of the currency, the effect of which would be, a 
depression of prices to an unnecessary extent. 

This is a consideration with a view to the 
public, which, coinciding as the reasoning does 
with the objection on the score of profit, to a 
large reserve, it is probable weighed with the 
Bank directors in their efforts to stop the influx, 
and to get rid of what they seem to have con- 
sidered the excess, of bullion, in the spring 
of 1838. With reference to the influx at that 
time, Mr. Norman, in the tract before quoted, 
observed, — “ It is probable that an increase will 
“ be found in the treasure of the Bank, between 
“ its lowest amount last spring and the highest 
“ just previous to the next turn of the exchanges, 
“ of from seven to eight millions. Now such an 
“ influx of treasure is unnatural, and could never 
“'occur with a metallic circulation. Its effects, 
“ greater or less in proportion to the error, will 
“ be accompanied in the first instance by a de- 
“ pression of prices, unnecessary in extent and 
“ continued too long, and finally by a reaction, 
“ which will occasion an equally unnecessary and 
“ faulty excess on the other.” p. 91. 

Why such an influx of treasure could never 
occur with a metallic circulation does not very 
clearly appear. With our very extended foreign 
trade, which is habitually conducted on the foot- 
ing of a large proportion of our exports being on 
long credits, while our imports are mostly paid 
for at short dates, and with our present restric- 
tions on the corn trade, there might be, as there 
have been, on the one hand, large sudden pay- 
ments abroad requiring a considerable export of 
bullion before any excess of merchandise exported 
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could bring returns ; and, on the other hand, when 
the demand for corn and for other imports, in- 
cluding foreign securities, ceased or abated, the 
returns for an excess of former exports would be 
coming forward, and bullion must in that case 
form, for want of other means, a large part of such 
returns. Such was the case in 1815-16, in 1820- 
22, and, excepting as regards corn, such was the 
case with the influx of bullion in 1826 and in the 
early part of 1838. If the ports should be shut 
against the importation of corn for the next two 
or three years, and, at the same time, from salu- 
tary distrust or other causes, there should be a 
diminished demand for foreign securities, there is 
likely to be a strong tendency to an influx of the 
metals ; and/it is not easy to understand why it 
should not be equally strong with a purely metallic 
variation. The Bank of England may doubtless, 
as in 1836 and 1838, by a competition for the 
investment of its deposits, create a renewed de- 
mand for foreign securities, and so stop the influx 
of bullion ; but so the deposit department likewise 
might do if its functions were separated from the 
issuing department. 

But it is to the supposed unnatural depression 
of prices, ascribed as an effect of the contraction 
of the circulation, which is assumed to lead to the 
influx of the metals, that my remark is directed. 
This hypothesis rests upon the currency theory 
of prices, which supposes that the contraction of 
the circulation, in such a case as that alluded to, 
reduces prices, and that the reduced prices force 
an influx of the metals ; whereas the contrac- 
tion, or rather the diminution of the circulation, 
is in such cases the consequence of a fall of 
prices from causes arising from the state of trade, 
and peculiar circumstances affecting the supply 
amt cost of production on the one hand, and con- 
sumption on the other. As to an increased value 
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of the precious metals, which might be supposed 
to be the consequence of retaining permanently 
an addition of fully five millions as a reserve, in 
the coffers of the Bank, it would, according to any 
received grounds of computation, amount to so 
very minute a percentage, as to have no per- 
ceptible influence, and may, therefore, safely be 
neglected. 

If the several objections here enumerated, or 
some one or more of them, be considered as 
placing out of the question a continuance of the 
present system of the Bank, with only some 
assurance for the maintenance of a much larger 
stock of bullion, and if the difficulties attending 
a complete separation of the functions of the 
Bank into two distinct departments under one 
establishment, be found, as they appear likely to 
be, insuperable, it remains to consider what are 
the alternatives which present themselves. 


Section 3. — On the Two Schemes which offer them- 
selves, consistently with the present Standard, 
in the Event of the Bank Charter not being 
renewed. 

In the event of the discontinuance here sup- 
posed, of the exclusive privileges of the Bank of 
England, there appear to be only two other schemes 
which offer themselves for adoption, consistently 
with the maintenance of a system of mixed currency, 
consisting of coin of the present standard, and of 
paper strictly and constantly convertible into coin. 
As to any alteration of the present standard, I do 
not for a moment admit that the recent instances 
of jeopardy in which the convertibility of the 
paper has been placed furnish the shadow of a 
ground for questioning the justice ayd policy of 
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maintaining it in every respect unaltered and 
unimpaired. I may perhaps offer, before I con- 
clude, a few remarks upon some of the reasonings 
put forward against the system of the currency 
according to its present standard, independently 
of the question of the mode of administering the 
paper part of the circulation, such paper being 
required to be strictly convertible. In the mean- 
time, supposing an alteration of the standard to 
be out of the question, the two schemes which 
offer themselves, in the event of the cessation of 
the Bank Charter, are — 

1. A national bank, under the management of 
commissioners appointed by parliament, upon a 
footing analogous in principle to that originally 
recommended by the late Mr. David lticardo. 
The commissioners being bound so to regulate 
the issues, beyond a certain fixed amount invested 
in securities, by exchanging notes for gold, or 
gold for notes, as should have the effect of making 
the variations in the amount of the circulation 
correspond exactly with the variation which would 
occur if it were wholly metallic.* 

Without entering into the details of such a 
scheme, which, as it has in several instances of late 
been propounded, is doubtless sufficiently familiar 
to my readers, I have to observe, on its general 
outlines, that it has much to recommend it, and 
that it would be entitled to a decided preference 
over any other in the event of the non-renewal 


* The plan of a national bank, as recommended by the late 
Mr. David Ricardo, has been recently brought again to the 
notice of the public, and placed in a very clear point of view, ..in 
a tract by his brother, Mr. Samson Ricardo, with further argu- 
ments and illustrations, in the application of it to the present 
state of things, in the supposed event of the non-renewal of the 
Bank Charter. The title of Mr. S. Ricardo’s publication is, “ A 
National Bank the Remedy for the Evils attendant upon our 
present System of Paper Currency. 1838 .” 
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of the Bank of England Charter. But, upon the 
grounds which I have before stated, the trading 
and banking part of the community would have 
to lay their account in a much more rigid prin- 
ciple of limitation to the credit part of the circu- 
lation, and a consequent occasional greater rise in 
the rate of interest, upon the more sudden collapse 
which must under such a regulation follow the re- 
action from any casual undue expansion of credit, 
than under the present system. It may be con- 
tended, that the liability to undue expansion will 
be less. Of this, however, I must repeat that I have 
great doubts. I do not feel at all sure, that upon a 
purely metallic basis there may not be, under cir- 
cumstances favouring speculation and overtrading, 
(such, for instance, ‘as are constantly occurring in 
theUnited States of America,) sufficient motives, in 
times of confidence and prosperous appearances of 
trade, and a great facility of obtaining credit, such 
an excrescent growth of credit, and consequently 
a circulation of promises to pay beyond the means 
of payment, as would exist under the present sys- 
tem. But the removal of such an excrescent cir- 
culation, although cut off more completely, and 
therefore leaving less of the seeds of diseased 
growth afterwards, under a purely metallic varia- 
tion, would be felt with infinitely more severity at 
the time than it would be under such an im- 
provement of the present system as I have 
ventured to suggest. At all events, it may be 
right that those, whose chief objections to the 
present system rest on its being too restrictive, 
and on its consequent liability to ciiuse abrupt 
variations in the rate of interest, should take tins 
view of the effects of a more complete metallic 
basis into consideration. 

It may readily be admitted, that, as far. as relates 
to the mere administration of a circulation of paper 
money, if the desideratum be that ks variations 
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should exactly correspond with those which would 
be incident to a purely metallic circulation, the 
plan of separation of the departments within the 
Bank of England, or, if that should be found im- 
practicable, a national bank, would be the only 
modes in which the principle could be carried 
into practice. But it appears to me that the pro- 
pounders of the alternative of either of these 
schemes are not aware of some considerable 
drawbacks in practice from the superiority in 
point of principle of those schemes. 

2. The only other scheme foi supplying a paper 
circulation for the metropolis and parts adjacent, 
on a cessation of the exclusive privilege of issue 
by the Bank of England, would be that of joint 
stock banks in London and within sixty-five miles 
issuing promissory notes, either concurrently with 
the Bank of England, or wholly in lieu of the 
issues of the Bank of England, if the latter with- 
drew from such competition. 

If the Bank of England we're without the ex- 
clusive privilege to continue to issue promissory 
notes, I am quite persuaded that, at least for 
a long time to come, the attempt by other joint 
stock banks to obtain circulation for their notes 
within the same district would be abortive. The 
inconvenience of several descriptions of paper 
money entering among the multifarious and large 
payments of the metropolis would so infinitely 
outweigh any possible convenience, (and 1 am 
not aware of the slightest possible convenience,) 
that I am convinced that the merchants and 
bankers of London would have good sense 
and unanimity enough most strenuously to resist 
the introduction of so heterogeneous, so incon- 
venient, and so unsafe a medium for daily and 
current payments. 

If, contrary, however, to reasonable suppo- 
sition, a concurrent paper should get into circu- 
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lation, the Bank of England would or might find 
means of confining its supply of gold to its own 
purposes; and of compelling the competing banks 
to rely on their own reserves of coin. In this 
case, and more especially if the paper of the Bank 
of England were wholly withdrawn, I have no 
doubt that the competition of the banks would 
in times of confidence tend to minimise such 
reserve. The consequence of which would be, on 
the eventual reaction from overtrading, a con- 
traction by all the banks, and a suspension of pay- 
ment by more than one of them.* •• And as the 
government would not in such case be justified in 
interfering for their protection, if even so dis- 
posed, the circulation might be deranged in a 
most serious and detrimental manner ; while 
such of *he banks as might be able to stand 
their ground could only do so by restricting their 
advances in the way of discount or loan to a 
very contracted range. For a period of more or 
less duration the effect of this derangement of 
paper credit would be felt in a very great rise of 
the rate of interest, much beyond any that has 
recently been experienced ; of which some idea 
may be formed by the extraordinary rate of dis- 

* The Scotch banks have generally been considered as keep- 
ing very small reserves. Mr. Palmer having been asked by the 
Committee on the Bank Charter in 1832, — Qu. 595. “ Do you 
“ think that in such a crisis (as that of 1825-6) there would have 
“ been a tendency to general contraction among banks acting 
" in competition with each other in the metropolis ?” — Answer. 
“ I think it would be precisely the case that does appear in 
“ Scotland. The Scotch banks are banks of great credit and 
“ great property ; but whenever a demand arises- upon them 
“ they have not the means of meeting it without coming to the 
M Bank of England. Even in the last fortnight it is very cur- 
“ rently stated that the banks in Scotland had not the power 
“ of meeting the demand upon them. I believe Newcastle 

•• afforded some assistance ; orders were also sent to Liverpool 
" for a supply ; and I know that a further supply went from 
“ London.” 
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count in New York, upon occasion of the efforts 
of the banks there to maintain their ground. 

After the experience of more than one of such 
visitations, it is possible that the management of 
the banks might be improved, but it would take 
a long time first, and not till much needless suffer- 
ing had been undergone. 

This I apprehend would be the result, even 
under such checks as the legislature might en- 
deavour to provide. Those checks could be 
effectual only in securing ultimate solvency, for 
I doubt whether any legislative measure could 
be devised which should be effectual in compel- 
ling the banks to provide, and always maintain,' 
a sufficient supply of gold to meet extraordi- 
nary as well as ordinary demands. I am here 
assuming, as an undoubted right on the part 
of the state, the principle that banks of issue 
are properly subjects for regulation. As to free 
banking, in the sense in which it is sometimes 
contended for, I agree with a writer in one of the 
American papers, who observes, that free trade in 
banking is synonymous with free trade in swindling. 
And as to the claim which I have seen set up, on 
principles of freedom of trade, for issuing notes 
of as low a denomination as one pound, there is 
no ground of principle, if the claim were admitted, 
why notes for one shilling, like the shin plasters (as 
the quarter dollar notes in the United States were 
called), nay, even sixpenny notes, might not be 
allowed to circulate. 

It would be exceeding the limits prescribed for 
this work, and would be wearisome to the majority 
of my readers, if I were to enter into more de- 
tailed arguments to show, from reasoning on 
general principles, confirmed by a reference to the 
analogy of facts, that the effects of competition 
of banks of issue in the metropolis, if allowed to 
obtain circulation for their paper, whether con- 
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currently with the Bank of E igland or to the 
exclusion of it, would be to ensure, at no long 
intervals, much more serious derangements of 
the currency, and more violent transitions in the 
rate of interest, than under the present system. 
That some adequate remedy would be found, after 
repeated experience of disastrous results, is rea- 
sonably to be supposed j but of this I feel sure, 
that the remedy will not be found compatible 
with the unqualified principle of freedom of action 
in banks of issue. The claims of right to such 
freedom of action in banking ought to be strenu- 
ously resisted. They do not rest in any manner 
on grounds analogous to the claims of freedom of 
competition in production. The claims for such 
freedom of competition are, on the part of the 
public, and are alone, of paramount con^.iderat.on. 
But the issue oj paper substitutes for coin is ir:> 
branch of productive industry. It is a matter for 
regulation by the state , with a view to general con- 
venience, and comes within the province of 'police . 

It is sufficient here to notice the distinction with- 
out pursuing it further. I have only to repeat, 
therefore, that whether in the event of its being 
found that the Bank of England can ofier no 
satisfactory security against the recurrence of 
such danger of suspension as we have recently 
escaped, or that, independently of that considera- 
tion, the legislature should determine to adopt, 
either a bank under the regulation of commis- 
sioners, or a competition of banks of issue, the 
probability is, that the variations in the. rate of 
interest, which have been so much complained of, 
would be much greater under either of these sys- 
tems, but more especially under the latter of 
them, than under the system, irregularly as it has 
been administered, of the Bank of England; op its. 
present footing. 
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Section 4. — On proposed Plans for altering the 

Standard. 

While one set of reasoners is arguing against 
the privileges of the Bank of England in the issue 
of paper money, and urging one of the two alter- 
natives of a national bank or of a competition 
of banks of issue as substitutes for the Bank of 
England,— either of which systems would be more 
restrictive, the one constantly, the other more irre- 
gularly, but therefore the more violently so, — there 
are other reasoners more numerous, and more per- 
severing, and more loud, who object to a continu- 
ance of the system on which the Bank of England 
has been conducted ; not because it has been too 
lax ; not because it has been too tardy in applying 
the means of preserving the convertibility of the 
paper ; not because it has thus endangered the 
maintenance of the convertibility ; but because it 
does not afford accommodation enough to borrow- 
ers ; because, having by granting too much accom- 
modation got into danger, it has adopted means, 
however tardy and doubtful as to efficacy, for 
extrication ; and because, however irregularly and 
insecurely, it does ultimately apply a principle of 
limitation to over trading and to other forms of 
undue extension of credit ; in short, because it is 
too restrictive. 

The persons entertaining the opinion of the too 
great restrictiveness of the present system, and 
urging alterations of the standard with a view tp 
relaxation, may be divided into two classes. 

The one is in favour of only so much deviation 
from the present standard as would be involved in 
the change to either silver as the single standard, 
or to silver concurrently with gold as a double 
standard. 



IN THE SYSTEM OF BANKING. 


209 


The other, and much more numerous class, 
while objecting to a system of confining the paper 
to strict convertibility into either of the metals, 
and urging a more general facility, and a perma- 
nent enlargement of the medium of paper and 
credit, have not, as far as I can find, given any 
distinct or intelligible view of the principle of 
limitation which they would substitute for that 
which arises out of the power of the holder of the 
paper to demand payment of it in coin. 

I propose to bestow a few remarks upon the 
views of each of these classes who arc opposed to 
the present standard as it exists by the mint regu- 
lations; but before concluding the view of the 
alternative of the continuance of the system of the 
Bank of England, or of the substitution of either 
of the other schemes proposed, I have merely to 
observe, that nothing has here been said upon the 
question of the saving which it is supposed would 
accrue to the public by the institution of a 
national bank, both in respect of the profit now 
made by the Bank of England on the circulation 
of paper, and in respect of the charge on the 
management of the public debt. These, however, 
are points quite distinct from the questions relating 
to the best regulation of the currency, which have 
alone here constituted the subject of enquiry. I 
will therefore only observe in passing, that the 
principle of participation by the public in the 
profit upon the issues of paper by the Bank of 
England, and by other banks, is recognized by 
the stamps, or composition for stamps, on the 
notes issued. It is a question of quantum, and, 
with the charge for management of the public 
debt, must be a mere matter of bargain, and not a 
question of system or principle. 
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Section 5. — On the Effects of a Silver Standard. 

The alteration from a gold to a silver standard 
has been chiefly advocated with the real, although 
not always avowed, view of depreciation. 

In the event of silver being valued according 
to the old mint regulations at 5s. 1 id. the ounce, 
and according to the excess of that price above 
the actual market price of about 5s., at which 
it has ranged for many years past, the depreci- 
ation, compared with the present gold standard, 
might be estimated at about per cent. A 
direct and clear depreciation to at least this ex- 
tent is mostly contemplated by the propounders 
of a silver standard ; but a further, although less 
obvious depreciation, is considered as following 
the substitution, namely, the effect of the dis- 
engagement of so much gold on the permanent 
value of the currency, deducting, however, the 
increased proportion of silver which the Bank of 
England would have to hold in reserve. On 
grounds which I have stated in a former part of 
this work, there is reason to believe that this effect 
would be very trifling, and hardly perceptible. 
But omne ignotum pro magnifico; and the advo> 
cates for the substitution are evidently under the 
impression of very exaggerated notions of dimi- 
nished value of the currency trom this cause. As 
far, however, as regards depreciation, there can 
be no doubt, that, if the silver standard were 
taken at 5s. 2d., there would, at the present rela- 
tive market prices, be a diminished value of the 
currency to the extent of the difference, with 
some further inappreciable, and probably very 
trifling, depreciation, by the smaller quantity of 
the metals required for the circulation. 

If, however, depreciation of the value of the 
currency were the main object of the often re- 
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peated recommendations to substitute a silver or 
a double standard for the present gold standard, 
the object might be equally accomplished, and 
with less inconvenience and as much honesty, by 
raising the denomination or lowering the standard 
of the present gold coins. But if the objection 
proceeds exclusively on the grounds generally 
assumed, namely, that a silver standard would 
admit of a larger circulation of paper with more 
ease and facility, or, in other words, would require 
less reserve to be held by the Bank than is requi- 
site with a gold standard, I am inclined to think 
that, upon a closer examination than has hitherto 
been given to the subject, it will be found that 
there is little, if any, reason for this ground of 
preference of a silver standard. 

There are three reasons, for any one or more of 
which it may, according to circumstances, be sup- 
posed that a less reserve will be required to be 
held by the Bank with a silver than with a gold 
standard. 

One of the reasons is, that the proportion of 
the quantity of gold in the countries with which 
we hold commercial intercourse is so small, 
compared with the quantity of silver, having in 
view their respective uses, that a moderate 
extra demand for the former by this country 
is calculated to raise its value, compared with 
silver, in an inordinate degree. If this were the 
case, and if the Bank, with a considerable amount 
of silver in its coffers, in 1825, in 1828, in 1836, 
or in 1839, had experienced an inability to find 
a market for the silver, and so to exchange it for 
gold, upon any terms, or even on such terms only 
as would entail on the Bank a great sacrifice, some 
weight might be attached to this reason. But, in 
point of fact, the experience of each and all of 
those periods is quite decisive in the negative of 
the alleged reason ; for in all and each of those 
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cases it was found that the silver bullion was fully 
as available as the gold in redressing the ex- 
changes. The Bank, in the interval between 
1828 and 1832, remitted to the continent about a 
million of silver, which was equivalent to the pur- 
chase of so much gold. At the same time their 
selling the silver in this market would have been 
a preferable course to that of remitting it. 

Another reason is, that from its less portable- 
ness there would, in the event of unusual inter- 
nal demand for bullion, whether for purposes of 
hoarding or in consequence of discredit, be less 
facility to holders of notes for bringing away large 
sums. Contemplating, therefore, only internal 
demand, it may be admitted that the Bank might 
require a somewhat less reserve of bullion. The 
difference, however, in this point of view, is so 
little as to be hardly worth mentioning. 

The third reason supposed for a less reserve is, 
that as the charges on the exportation of silver, 
the more bulky article, are greater than on gold, 
the expansion of paper may proceed further 
with a silver standard before the check operates 
than with a gold standard. The difference of 
expense on the transmission is, I believe, not so 
much as | per cent. ; but it matters not in the 
question of the relative restrictiveness between a 
gold and silver standard ; because, supposing a 
balance against this country of foreign payments, 
the exchange must fall sufficiently to compensate 
for the greater expense of transmission ; and 
when once this is passed the drain is as great in 
the one case as in the other, and requires as great 
an effort on the part of the Bank to counteract it 
while exactly in the proportion of the difference 
of expense of transmission, which might occasion 
a trifling delay before the check began to operate, 
would be the operation of that expense, in a 
contrary direction, by the delay before the turn of 
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the exchange in our favour. The additional 
charges on importation would be exactly equal 
in retarding the reflux of the silver, thus exactly 
in the same proportion keeping up the pressure 
on the circulation. 

Among other disadvantages supposed to attend 
the gold standard, apart from any view to de- 
preciation by the substitution of silver, are the 
following : — 

One of them is, that of the want of an exact 
par of exchange with other states, from our not 
having the same standard, theirs being silver. 
That, however, is not literally the case ; because 
France, and recently America and Russia, have 
what is called a double standard, although, in 
point of fact, silver is alone the actual standard in 
France as the current money, gold hardly, if ever, 
entering into payment, except at an agio; while 
the mint regulations of America and Russia are 
too recent to admit of judging of their working. 
But supposing theirs and all the others to be 
strictly silver, as long as they present markets for 
gold, which all of them do, at a very trifling 
variation in the price measured in silver, or, 
as it is termed,' in the agio, there is not the 
slightest difficulty or disadvantage arising from it 
in money dealings with the continent of Europe, 
or with America, or indeed with any part of the 
globe. But there is one point of view in which, 
if ours were the only gold standard, it would be 
an advantage, instead of the reverse, as is com- 
monly supposed ; and that is, that in the event, 
such as at the close of 1825 and at the close of 
1830, of exhaustion, or nearly so, of the Bank 
coffers, the process of restoring the reflux is more 
easily accomplished with gold than with silver, 
inasmuch as in drawing gold we do not so imme- 
diately act upon the currencies of the countries 
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from which our supplies are to be derived as we 
should if we required silver. 

The other imputed disadvantage of a gold 
standard marks an astounding degree of ignorance, 
not only of the principles of currency but of the 
most commonly received principles of trade, on 
the part of the persons urging it. It is neithei 
more nor less than this ; that whereas gold being 
alone the standard, and coin being obtainable at 
par for gold bullion sent to the mint, silver must 
be sold in the market as merchandize, whether 
for home consumption or for exportation, because 
the mint is not open to it as it is for gold. It is 
contended by these reasoners, that this is a hard- 
ship upon our merchants, by narrowing the re- 
turns for their exports. It is no hardship at all ; 
silver is as readily obtained and sent to this coun- 
try, if the exchange answers, as gold. There is 
always a market for silver in this country for any 
quantity, and the utmost variation in the market 
price is very trifling ; rarely so much as one per 
cent. ; but, for this variation, trifling as it is, the 
merchant shipping it obtains a corresponding 
abatement in the price. As to the hardship or 
injustice of being debarred from taking the silver 
to the mint to be coined gratuitously (as gold 
is), the Cornish miner might equally complain, 
that he has not the power of getting a better price 
for his copper, by having it coined at the mint, 
and made a legal tender, than by selling it in the 
market. And with still more reason might the 
exporter of goods to Chili or Cuba declaim against 
the policy by which the copper which he gets in 
return should be excluded, not only from the. 
mint, but from any market at all, for consumption 
in this country. The claim is the most absurd 
imaginable if supposed to be on the part of mer- 
chants} and the objection, consequently, to a gold 
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■standard, on that ground, is perfectly frivolous.* 
The merchants are bound to regulate themselves 
by the laws as they find them ; the only parties to 
be considered in the question of any alteration of 
them are the public. 

So much, then, for the arguments in favour of 
the change to a silver standard, which are neither 
more nor less than pleas for depreciation, and 
consequently for debtors generally a* the expense 
of their creditors, in violation of the broadest 
principles of justice and sound policy; while in 
other respects it would be the substitution of the 
less convenient for the most convenient description 
of currency. 


Section (i. — On the Effects of a Double Standard. 

With regard to a double or concurrent standard, 
as it has been called, of gold and silver, it has been 
to me a subject of constant wonder how it could be 
that projects for placing our currency on such a 
footing should ever have been put forth by per- 
sons entitled to have any attention paid to their 
opinions. 

There is no one more disposed than I am to 
admit the force of disturbing causes, in qualifying 
the application of general principles to the actual 
course of affairs ; but the principle involved in 
the question, whether one or two (and if two, 
why not three or more ?) metals should constitute 
the standard of value in the interchange of com- 
modities, and of property of all kinds, is so wholly 

* It is so frivolous and absurd, that it may be supposed that 
I have merely imagined such an objection. But I have known 
it repeatedly urged, and it is gravely stated and declaimed upon 
in a recent pamphlet, entitled, “ Corn and Currency ; or how. 
“ shall we get through the Winter ? By a Merchant.” 
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deducible from a clear view of the uses and pur- 
poses contemplated by the establishment of any 
standard, as a medium of exchanges, and as the 
commodity stipulated in contracts, that the deter- 
mination of the question, in its practical applica- 
tion, has been considered, by all writers of any 
eminence on the subject, as proceeding exclusively 
on general grounds of consistent reasoning, and 
not dependent upon particular facts, as to the 
position of any country with reference to its com- 
merce or its banking institutions. It has been 
treated, and justly so, as determinable on scientific 
principles only. That one metal only should be 
the standard is accordingly a point upon which 
scientific writers, Locke, Harris, Adam Smith, 
liicardo. Mill, Senior, M'Culloch, &c., are all 
agreed. And to this host of authorities, in accord- 
ance, moreover, with the plain obvious purpose 
and meaning of a standard of value, the numerous 
bodies and persons who propose the change, upon 
the ground of the too great restrictiveness of the 
present system of convertibility of the paper into 
gold, have only to oppose the authority of Lord 
Ashburton. 

As far as I have been able to collect of Lord 
Ashburton’s reasons in favour of a double stand- 
ard, they resolve themselves into the supposition, 
that it would afford more ease and facility to 
the Bank in maintaining a larger circulation of 
paper, or the same circulation with a less reserve 
of bullion, than under the present standard. This 
supposition would be well founded only if the 
variations between gold and silver were consider- 
able, and alternately on one side and the other j, 
and in this case, exactly in proportion as the 
facility to the Bank would be greater, by so much 
the greater would be the inconvenience to the 
public, by the uncertainty to which the option of 
the debtors would expose the transactions which 
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were the foundations of the debt. Such uncer- 
tainty would be particularly objectionable in our 
foreign commercial relations, as it would neces- 
sarily entail a wider range of fluctuation in the 
exchanges than under a single standard. If, 
however, the variations between the two metals 
should be very small, in that proportion would 
the convenience, or, as Lord Ashburton terms it, 
the ease and facility, be less to the Bank and to 
debtors generally, and in the same degree would 
the inconvenience to the public be diminished. 
But to whatever extent the difference might be, 
it would still be an inconvenience. In his recom- 
mendation of the double standard Lord Ash- 
burton referred to the example of France, in 
proof of the convenient working of the system ; 
but that example furnishes no proof at all, inas- 
much as the standard in France is, and has been 
for a long time past, for all practical purposes, of 
silver only, gold, as 1 have before observed, having 
been invariably at an agio or a premium upon the 
relative proportions fixed by the mint regulations j 
and if the substitution of a double standard pro- 
posed for this country were to be on the same 
footing as in France, the observations which I 
have already made on the comparative rcstrictive- 
ness of a silver standard would apply to this nominal 
double standard. 


Section 7. — On a System of Paper Circulation 
without a defined Principle of Limitation. 

The most specious and the most formidable, 
however, of the opponents of the present sys- 
tem of our currency, as being too restrictive, 
are those who contend that an enlargement of 
the circulation ought to keep pace - with the' 
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growth of the population, and of the wealth, and, 
consequently, of the trade of the community, 
or of the world ; and that the necessity of pre- 
venting the circulation from acquiring that en- 
largement, by limiting the paper to so much only 
as can be converted at the will of the holders into 
the precious metals, is repressive of enterprize and 
industry, and of improvements of all kinds, and thus 
prevents the due development of the energies and 
resources of the community. This is the theory pre- 
valent among landlords, merchants, and tradesmen. 
It includes also a great proportion of the working 
classes, who care not about any reduction of 
the prices of necessaries, but look to obtain- 
ing, as the consequence of an enlargement of 
paper issues, an increase of wages, in a much 
greater proportion than the rise of necessaries. It 
is the prevalence of an impression of this kind 
that has produced the apathy so strikingly ob- 
servable in the public on occasion of the recent 
critical state of the Bank. So far was there from 
any general feeling of apprehension or distrust 
arising from the apparent probability of a suspen- 
sion of cash payments, that it was reasoned upon 
with perfect coolness, and with a sort of super- 
cilious expression of surprize at the supposition, 
that such an event could in any way be considered 
as a calamity, instead of being, as they evidently 
thought it, the harbinger of a better state of 
things, by allowing of a more permanently en- 
larged circulation. 

Strange as it may seem, there were persons of 
wealth and consideration in the banking and mer- 
cantile world, who, as far as I could make out, 
participated in opinions, if not identical with these, 
very nearly allied to them. I have more than 
once met with persons of this description, who, in 
1836, and again in 1839, when referring to an 
incipient difficulty in the negociation of bills and 
other securities, said very significantly, “ You may 
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“ depend upon it that there is not goid enough 
*• in the world to support the great increase of 
“ commerce.” It was in vain to ask of them, 
upon what grounds, other than the too great quan- 
tity of paper and credit, they inferred the too 
small quantity of gold, seeing that a given quan- 
tity of gold would not, at the very time they were 
speaking, buy more silver, or so much of copper, 
or tin, or lead, or iron, or corn, or silk, or of most 
other raw materials or finished work, or of labour, 
as it would have purchased five or ten years ago. 
And when these persons wer^ further asked, what 
principle of limitation they would propose to 
substitute for that which ultimately confined the 
paper and credit to such an amount as could be 
converted into coin* I could never make out an 
intelligible answer. If the want of gold alone, 
and not of silver, were the difficulty in maintaining 
an enlarged circulation, the banks of the United 
States, where silver is an unlimited tender, and 
where gold, by their new mint regulations, is also 
a tender, at a depreciated ratio to silver, thus 
affording the so-much-vaunted facility of a double 
standard, ought not to have experienced the diffi- 
culty which so many of them have found insur- 
mountable. 

It is impossible adequately to convey the views 
of the reasQners opposed to the convertibility of 
paper into gold or silver, without giving their 
own words. I therefore give, as a specimen of 
what is, with unessential variations of expression, 
the language common to this class of reasoners, 
the following extract from the leading, article in 
one of our public prints. 

The writer, after commenting, with considerable 
knowledge of the subject, on the statement which 
had just then been put forth of the affairs of the 
United States Bank, proceeded to make the fol r 
lowing general remarks on the state Af the cur- 
rency in this country and in America : — 
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“We have shown, then, that the depreciation 
“ of American property has been caused mainly, 
“ if not entirely, by the impossibility which exists 
“ in America to represent their property in a 
“ metallic money. The property exists ; there is 
“ no doubt of that; but there is a want of 
“ metallic money to represent it; and we have 
“ shown also that the want of metallic money in 
“ America has been mainly, if not entirely, pro- 
“ duced by the operations of the Bank of England, 
“ which has been also in want of metallic money ; 
“ and which, being the stronger body, has drained 
“ the weaker one of its gold and silver. So that 
“ it appears that the obstinacy of both countries 
“ in persevering in this system of currency, which 
“ occasionally requires more than all the metallic 
“ money of the world to represent it, is at the 
“ bottom of the mischief. Thus there is a con- 
“ tinual struggle going on in this country and in 
“ America between the industry and energy of 
“ their inhabitants ; the struggle of production 
“ and the creation of wealth against the monetary 
“ system of both countries, which is continually 
“ beating down this industry and this energy, 
“ and preventing the creation of wealth by its 
“ arbitrary and absurd restrictions. England manu- 
“ factures and America produces ; this, the result 
“ of labour, constitutes wealth to either nation ; 
“ as the population of each increases, and as the 
“ wants of the population of each increase, there is 
“ the opportunity for further manufacture and fur- 
“ ther production ; but if in each country there is 
“ enacted an arbitrary law, that the value of the 
“ interchange of such manufacture or such pro- 
“ duction shall always be representable in a par- 
“ ticular sort of money, which does not increase 
“ in the same proportion, one of two things must 
“ take place ; either such manufactures or pro- 
“ ductions must be limited to the amount of 
“ money which exists to represent their inter- 
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“ change, or manufactures and productions, being 
“ constantly increased by the demands for them 
“ of the increasing population, their values in 
“ their interchanges must be deranged as often 
“ as the necessity occurs, no matter from what 
“ cause, of representing them by this limited 
“ amount of metallic money. And such pre- 
“ cisely is the effect periodically ; such has been 
“ the effect in the present instance of the embar- 
** rassment of the American currency. The 
“ “ law money,” the metallic money, is wanted ; 
“ it is not procurable, because it does not exist ; 
“ but the law is peremptory, and will have pro- 
“ perty represented by this limited sort of money ; 

property therefore falls in value j in value as it 
“ is called, but, as we contend, in the “ law 
“ money” value only; its real value remains the 
“ same ; but the effect on the holders of the pro- 
“ perty, whose business operates as compelling 
“ them to exchange for as much of the small 
“ amount of gold money as they can procure, is 
“ the loss and ruin which we observe around us. 
“ Holding these opinions, we must say, that, 
“ applying them to the case of the banks in the 
“ United States, we think their abandonment of 
“ the attempt to pay their debts in a metallic 
“ money, which is not procurable, is the best step 
“ they could take under the circumstances. Had 
“ they persisted in the attempt to pay in metallic 
“ money, they would only have increased their 
“ difficulties and added to their losses, and its 
“ effect would have been generally on America 
“ most ruinous ; for the consequence of such an 
“ attempt would have been, to cause aN American 
“ goods to fall to almost nothing ; and the ba- 
“ lance being against America, in favour of this 
“ country, that is to say, America being in debt 
« to this country, which she must pay by her 
“ produce, the result would have been, that she 
“ would pay to her English creditors goods at a 
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“ low price which she had contracted at a high 
“ price, and would thereby have paid her debt 
“ two or three times over in proportion to the 
“ depreciation of her produce. This would have 
“ been manifestly a cruel and glaring injustice to 
“ the Americans ; for, viewing the case between 
“ the two nations as between two individuals, it 
“ would be as if the creditor, who had lent his 
“ money on the security of property estimated at 
“ a certain value, were by his superior combi- 
“ nations to cause that property to be depreciated 
“ to half its value, and so take double the pro- 
“ perty in satisfaction of his debt. Such would 
** now be the injustice inflicted on America had 
“ she submitted to pay her debt at its appreci- 
“ ation in a metallic money value in this time of 
“ metallic money scarcity. In fact she would 
“ have to pay two bales of cotton instead of one, 
“ or some such proportion. This, we say, would 
“ be an injustice inflicted on America which we 
“ are quite sure is neither nationally nor indi- 
“ vidually desired. By the suspension of specie 
“ payment the value of all sorts of property in 
“ America will be supported, and her merchants 
“ will be better able, and more quickly, to dis- 
** charge fheir debt to this country. We will 
“ add, that had the Bank of England been able 
“ to take this step some months ago, most of the 
“ embarrassments which have taken place through- 
“ out Europe, in consequence of the measures of 
“ the Bank of England to keep gold in this 
“ country, would have been prevented.” 

It is not my intention to enter into a critical 
examination of all the fallacies which pervade, the. 
reasoning in this extract ; but as it conveys, as 
concisely as in any instance that I have met with, 
the views which prevail to a considerable extent 
in this country, but still more extensively in 
America, among the partisans of a system of cur- 
rency which should have no defined principle of 
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limitation, or, in other words, no fixed standard of 
value, a few remarks upon it may not be out of 
place, in this concluding part of my brief survey 
of the several schemes by which it has been pro- 
posed to supersede our existing standard of value. 

I would first, however, observe on an error of 
fact in the assertion, that the want of metallic 
money in America has been mainly, if not en- 
tirely, produced by the operations of the Bank of 
England. This is a statement which has been 
prominently put forth in the several American 
papers on the part of the suspended banks, as a 
main ground of justification of their suspension, 
and it has been repeated in some of the news- 
papers and pamphlets in this country, either as 
espousing the interests of those banks, or as fur- 
nishing matter of charge against the Bank of 
England. There is not, however, the shadow of 
foundation for the assertion. It was the operations 
of the American banks in their system of reckless 
extension of paper and credit, — it was the over- 
banking and the overtrading in the United States, 
connected more especially with their bolstering of 
the cotton market (too much favoured, it is but 
too true, by the assistance of the Bank of England 
in 1837 and 1838), that contributed in a consider- 
able degree to the inconvenient dram of the 
metals from . this country. Not to mention the 
amount of bullion shipped direct thither in 1838, 
the payments which have been made from hence 
in 1839, directly or indirectly, for American ac- 
count, to the continent of Europe, as well as to the 
East Indies and other parts, has greatly exceeded 
the sums, amounting collectively, however, to a 
small matter, which came from the United States 
as forced remittances in the last six months of 
1839. And there can be no doubt that one of 
the principal causes of the pressure on the money, 
market has been, the enormous amount of Ameri- 


VOL. Ill 



224 ON PROPOSED ALTERATIONS 

can securities which had been forced upon it. So 
much for the statement of fact. Now as to the 
reasoning. 

The writer states the impossibility which ex- 
ists in America to represent their property in a 
metallic money- I have always considered the 
term representation as a source of extraordinary 
confusion, when used, as it frequently is, in 
discussions on the currency. The representation 
of coin by paper money may doubtless, without 
any violation of propriety, be considered to con- 
vey the same meaning as the substitution of paper, 
under a principle of limitation, for coin, to serve 
as a medium of exchange. But what is the 
meaning of the inability of the Americans to 
represent their property in metallic money ? The 
inability of the Americans, in plain and intelli- 
gible English, is, that they have given more pro- 
mises to pay than they have the means o f paying ; 
and in this sense the writer says truly, that the 
obstinacy of both countries, in persevei'ing in a 
system which calls upon the banks or individuals 
who have issued such promises to perform their 
engagements according to their tenor, (namely, 
to pay a certain quantity of gold or silver of given 
fineness), is at the bottom of the mischief, which 
mischief consists in the difficulty of finding in the 
world a sufficient quantity of the metals to enable 
them to discharge their engagements. If the 
writer has ever taken the trouble to read Adam 
Smith he will find that the case of the Americans 
is not a new one, nor depending upon any system 
of currency. “ No complaint,” says Dr. Smith, 
“ is more common than that of a scarcity, of 
“ money. Money, like wine", must always be 
“ scarce with those who have neither wherewithal 
“ to buy it nor credit to borrow it. Those who 
“ have either will seldom be in want of the money 
“ or of the wine which they have occasion for. 



IN THE SYSTEM OF BANKING. 


22 5 


“ This complaint, however, of the scarcity of 
“ money, is not always confined to improvident 
“ spendthrifts ; it is sometimes general through a 
“ whole mercantile town and the country in its 
“ neighbourhood. Overtrading is the common 
“ cause of it. Sober men, whose projects have 
“ been disproportioned to their capitals, are as 
“ likely to have neither wherewithal to buy money 
“ nor credit to borrow it, as prodigals whose ex- 
“ pense has been disproportioned to their revenue. 
“ Before their projects can be brought to bear 
“ their stock is gone, and their credit with it. 
“ They run about to borrow money every where, 
“ and every body tells them that they have none to 
“ lend.” — Wealth of Nations, M'Culloch's edition , 
p. 191. 

But the writer goes on lo say, “ ‘ the law money,’ 
“ the metallic money, is wanted ; it is not procur- 
“ able, because it does not exist.” This is rather 
a startling proposition ; it is, however, qualified 
as follows : “ But the law is peremptory, and will 
“ have property represented by this limited sort of 
“money; property, therefore, falls in value; in 
“ value, as it is called, but, as we contend, in the 
“ * law money ’ value only ; its real value remains 
“ the same.” Thus it seems that the money exists, 
but is limited; and is so limited that property 
should not be valued in such money, but in real 
value. But what is the measure of such real 
value ? Some arbitrary standard which any per- 
son may set up as his sense of value. In the 
debates in the House of Commons in 1811 on 
Mr. Vansittant's ever memorable resolutipns, Lord 
Castlereagh contended that coin, and not bul- 
lion, was the measure of value, and that, accord- 
ing to a sense of value as measured in all other 
commodities, bullion excepted, the paper had not 
been depreciated. This reasoning drew forth 
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from Mr. Canning the following indignant and 
brilliant burst in reply : — 

“ * The coin/ says a noble lord who spoke last 
“ night, ‘ is (or was) the standard of that paper.* 
“ But this description does not advance us a 
“ single step, for the question still remains ‘ What 
“ * is the standard of the coin ? What is that 
“ 4 common measure to which coin and paper 
“ ‘ may be equally referred, for the purpose of 
“ * ascertaining their agreement or disagreement 
“ 4 with it, and with each other ? * 

44 The noble lord (Castlereagh) has indeed 
“ devised a singular definition of this measure, in 
“ which I should be curious to know whether the 
“ honourable gentleman concurs. He compares 
“ it to ‘a sense of value in reference to currency 
“ * as compared with commodities/ I hope I do 
“ not misquote him. To the best of my recol- 
44 lection these were his very words : 4 A sense 
44 4 of value ’ ! ! ! But whose sense ? With whom 
44 is it to originate, and how is it to be communi- 
44 cated to others j who is to promulgate, who is 
44 to acknowledge, or who is to enforce it ? How 
41 is it to be defined ? and how is it to be regulated ? 
44 what ingenuity shall calculate, or what autho- 
44 rity control its fluctuation ? Is the 4 sense ’ of 
44 to-day the came as that of yesterday, and will it 
44 be unchanged to-morrow ? It does fill me with 
44 astonishment that any man of an accurate and 
44 reasoning mind should not perceive that this 
44 wild and dangerous principle (if principle it can 
44 be called) would throw loose all the transactions 
44 of private life, — all contracts and pecuniary bar- 
44 gains, — by leaving them to be measured frpm 
44 day to day, and from hour to hour, by no other 
44 rule than that of the fancies and interests of 
44 each individual, conflicting with the fancies and 
44 interests of his neighbour.” 
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But even with an exclusive paper circulation 
(unless it should proceed, like the French assig- 
nats, by progressive depreciation from excess, to 
final extinction), if a limit were arrived at of any 
kind, it would be found, however and whenever 
applied, to be extremely inconvenient, in cases 
where engagements on credit were beyond the 
means of payment, and there would then be as 
much complaint of a want of paper as there is at 
present of a want of gold and silver. During the 
Bank restriction, unscientific and apparently lax 
as was the principle of limitation applied to the 
circulation, it yet operated so severely, that in the 
occasional reactions from overbanking and over- 
trading, the difficulty of obtaining Bank of Eng- 
land notes was much greater than that of obtaining 
means of payment of pecuniary engagements in a 
convertible state of the paper at any time, except 
in 1825-6. 1 mean the period of 1810-11, when 

the state of commercial discredit and distress were 
extreme, and when the difference between the 
prices of commodities on the usual credit and 
those for prompt payment in Bank of England 
notes, was as great as in 1825-6, if not greater. 

There is indeed no conclusion more fully esta- 
blished by the concurrence of universal experience, 
and sanctioned by the practice of mankind, from 
the dawn of civilization to the present time, than 
that gold and silver form the best instrument of 
exchange, and the best standard or principle of 
limitation that can be devised for every form of 
credit. 

Divested, however, of the confused phraseology 
of the paper money school, the probable meaning 
of those persons whom I have referred to. as con- 
tending that there is not enough of the precious 
metals existing to support the extended commerce 
of the world, I conceive to be, that the production 
of gold and silver does not keep pacp with the 
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increase of population and of manufacturing in- 
dustry, nor, consequently, with the increase of 
transactions requiring the intervention of those 
metals, and their paper substitutes at par value , as 
a medium or instrument of exchange, and as the 
commodity which is stipulated in all pecuniary 
contracts ; in other words, that the supply of the 
metals does not keep pace with the demand, and 
that they are experiencing an increased value. 

As it is principally with reference to the con- 
duct of the suspended American banks that the 
plea of increased value, trom the too limited 
quantity of the precious metals, has been urged in 
the apologetic article which I have quoted, 1 have 
to offer a few remarks on that plea, as also upon 
some other of the arguments that are adduced in 
justification of those banks. 


Section 8. — Digression on the suspended American 
Banks. 

If it were true that the precious metals were 
experiencing an increased value, it would not, 
as a distinct ground, form a justification of the 
suspension of payment by the American banks. 
They promised to pay in gold or silver (or their 
equivalent in value), and not in cotton or other 
commodities. But are there any grounds for infer- 
ring an increased value, or purchasing power, of 
the metals, in the commercial world, within the 
period that can by possibility be supposed to ope- 
rate in such a way as to affect the question, whe- 
ther the American banks, or the debtors gene- 
rally, are now called upon, for the performance of 
their obligations, to pay a commod'ty which pos- 
sesses greater value than they* contemplated when 
they entered into those obligations to pay, at sti- 
9 
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pulated periods, a specific quantity of that com- 
modity, or its equivalent ? 

Of the value of the precious metals, in their 
general purchasing power, there is no certain 
criterion. Among the writers of eminence who 
have entered into the question, some, as Dr. Adam 
Smith, with the French authors whom he has 
quoted, and more recently the Marquis Gamier, 
considered the price of wheat, when spread over 
the average of a great number of years, to afford 
the best means of judging ; while Mr. Malthus 
and others relied upon the rate of wages of com- 
mon day labour, as a better guide. Arthur Young 
took, not only the prices of corn and of labour, 
but of some other articles of extensive use, into 
the comparison. Now, taking the prices of pro- 
visions and of the lower metals, and of the raw 
materials of our principal manufactures, the greater 
part of them were higher, and money wages were 
not lower, in 1839 than they were in 1838. And a 
comparison, limited to that period, is sufficient to 
embrace the bulk of the pending contracts for 
payment, proving, consequently, that there is no 
pretence for the plea of any observable increase 
of the value of the precious metals. 

That a period so limited is insufficient to serve 
is a criterion, or even as a strong presumption 
of what may be the tendency to a greater or less 
value of gold and silver in a more general point of 
view, may be readily admitted, and that a longer 
period is necessary for the purpose. If, then, we 
take a period of ten years, and compare the prices, 
in 1829, of the articles in the tables appended to 
the former part of this work, with the quotations 
of the same articles in the appendix to the pre- 
sent, and with wages, it will be seen that the 
range of prices has, in the latter period, been de- 
cidedly higher, leaving no possible ground for the 
supposition of an increasing value of the metals. 
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And the same result, in perhaps a more striking 
degree, would appear, if the value of property 
in land and houses were compared in those two 
periods. 

In the United States of America, inasmuch as 
credit and the immediate influence of banking 
advances were extended in an undue degree to 
particular objects, those objects bore an inflated 
price. This was the case with lands, houses, and 
goods bought on credit ; it was likewise the case 
with cotton in a pre-eminent degree, as being an 
object to which the abuse of banking was, in a 
special manner, directed ; it was, in a smaller 
degree, also the case with some other descriptions 
of produce. But the prices of provisions do not 
appear to have been under the influence of bank- 
ing operations, beyond the degree indicated by a 
difference in the exchange. The price of flour, 
for instance, at New York, in 1835, when general 
credit and banking accommodation were in their 
highest state, was between five and six dollars the 
barrel ; and, after the intermediate rise in 1836 
and 1837, caused by the failure of the wheat and 
corn crops of those two years, the effect of re- 
newed abundance in the crops of 1838 and 1839 
has simply brought back the price, in the most 
restricted state of circulation and of credit, to 
what it had been previous to the seasons of com- 
parative dearth. 

If lands and houses, and produce, and the stocks 
of imported commodities in their stores, were 
bought and held on credit, or with promises to 
pay, beyond the means of the parties to make the 
payment, and beyond the ordinary rate of demand 
for such property, it is perfectly natural that 
prices founded on such purchases could not be 
maintained when offered for sale to the only per- 
sons who were entitled to buy them ; namely, those 
who were disposed and able to pay for them. And 
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it is well known that sales made to satisfy engage- 
ments entered into beyond the means of the 
debtors are commonly sold at a depression as 
much below the fair value as the credit prices 
were above the fair value ; but that is no reason 
for not paying the debts, if so required, by real- 
izing the property as far as it will go. 

The American suspended banks, and theii 
apologists in this country as well as in the United 
States, seem to have very peculiar notions of the 
degree of moral obligation attached to pecuniary 
engagements. There are two grounds, according 
to their doctrine, on which the banks are to be 
considered as not bound to the strict fulfilment of 
their engagements. 

One of these, (the observation, indeed, applies 
to debtors generally,) which, in accordance with 
the opinions expressed in the preceding extract, 
refers to the too great restrictiveness of the cur- 
rency, by confinement to the value of gold and 
silver, has already been disposed of. 

The other ground, according to the doctrine 
in question, on which the suspension of the 
southern and western banks in the United States 
has been attempted to be justified, is, that if 
they did not continue to discount and make ad- 
vances, the merchants would fail, and there would 
be a general prostration, if not destruction, of 
all trade. This plea is a fit commentary, in the 
nature of a caricature, upon the system of the 
Bank of England, in its assumption of a duty to 
support commercial credit at the risk of its own 
credit, and of its means of fulfilling its own en- 
gagements. The New York and other eastern 
banks of the United States have, fortunately for 
the cause of morality in banking, resisted the 
claims of applicants for discount beyond the ex- 
tent which could be satisfied consistently with the 
maintenance of their own engagements. • They 
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very properly, and very unlike the Philadelphia 
banks*, declined to fail in the payment of their 
own obligations, according to the clear tenor of 
them, on the pretence of saving the merchants 

* The following is extracted from the American papers: — 

44 An Address to the Citizens of Pennsylvania from the Phil- 
“ adelphia Banks y October 23, 1839. 

44 The banks of Philadelphia were quite as ready to resume as 
“ those who were most anxious to begin, for they had greatly 
“ reduced their liabilities, and one of their number had no less 
“ than 7*357,000 dollars in its vaults ; but they believed that 
44 the country at large had not yet sufficiently recovered from 
44 the violent shock to be ready for resumption. They recollected 
44 that, under similar circumstances, the Bank of England had 
“ continued her suspension for upwards of twenty years ; and 
^ they avowed their apprehension that a resumption, in the 
4 unprepared state of the country, must be followed by a 
*' relapse. Overruled in this judgment, and obliged, at the 
4 hazard of greater evils, to unite in the resumption, they sin- 
4> cerely co-operated in it ; and being satisfied that the mea- 
4i sure, in order to be useful or permanent, must be general, 
‘ they made great efforts, and large advances to the southern 
“ and south-western statso, who were thus enabled, almost ex- 
“ clusively by the assistance of the Philadelphia banks, to 
“ unite in the resumption. But the inefficiency of the measure 
“ soon became apparent” [This is surely not to be wondered 
at, seeing that, by way of putting themselves in a better con- 
dition for resuming cash payments, they made large advances 
to the southern and south-western states.] 

The Address then goes on to say, — 44 Under these circum- 
44 stances they have had to adopt one of two alternatives, — 
44 either to force the community, by sacrifices of its property, to 
44 pay its debts in gold and silver, to be shipped forthwith to 
44 England, or else to resort to a temporary suspension, until 
44 the community, as well as the banks, could have time to 
44 recover from the effect of these foreign troubles. They have 
44 not hesitated to prefer the latter, as being the most conducive 
44 to the true interests of the state.” 

It cannot fail of being observed, that, independently of the 
strange reasoning in point of principle on which the suspension 
of cash payments is justified, the Philadelphia banks gravely 
remind the citizens of Pennsylvania, that, under similar circum- 
stances , the Bank of England had continued her suspension for 
upwards of twenty years. This is indeed an instance of simi- 
larity most dissimilar in all essential particulars affecting the 
morality of the proceeding, as regards the banks in question. 
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from failure. The resolution, however, of the 
eastern banks, so creditable to themselves, and 
so beneficial in its ultimate consequences to the 
eventual stability of the trade and the banking 
of those states, has been attended with a conse- 
quence, which the opponents of the Bank of Eng- 
land, and the advocates of competition of banks 
of issue, would do well to ruminate upon ; and 
that is, that while the effort of contraction requi- 
site to enable them to continue their payments in 
specie has been in progress, the rate of discount 
has risen enormously, namely, to two and three, 
and, in some particular instances, I am assured, 
to the rate of five per cent, per month upon unex- 
ceptionable acceptances. 

It did not enter as an essential part into the 
plan of this work to investigate and criticise the 
character of American banking, but recent events 
have forced it in an extraordinary degree upon 
the attention of the public in this country ; and 
questions arising out of the suspension of the 
Philadelphia and other banks of the southern and 


They agree in the fact of suspension, but in all other respects 
they differ most widely. In the case of the Bank of England, 
the adverse exchanges, notwithstanding an unparallelled, sudden, 
and great foreign expenditure in 1795 - 6 , were surmounted by 
an extraordinary contraction of issues, when a run, arising from 
internal panic, caused by foreign invasion and a general dis- 
credit of paper, induced the government (prematurely, as I 
think,) to interfere, by a restriction on cash payments. But in 
two years afterwards, without the slightest intervening depredation 
of its paper, the Bank officially communicated its ability and 
readiness to resume payments in specie. And it was distinctly 
an act of the state?, then engaged in a most extensive and expen- 
sive war, and for state purposes, that the proposal of the Bank 
to resume was negatived by the government, and the suspension 
continued, distinctly upon considerations of state policy, through- 
out the whole period of the war. I have never been satisfied 
with the policy of the suspension, and the continuance of it ; 
but to compare that suspension with the suspension of tho 
American banks is a most wonderful stretch of the* powers of 
comparing things dissimilar. 
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western states of America have recently formed 
so important a consideration in discussions upon 
the principles of banking, and upon the connection 
between paper money, according as it is adminis- 
tered, and prices, that a reference to them in a 
treatise upon prices and the circulation might 
naturally be looked for. But it is only a cursory 
allusion to them that my limits allow ; and if 
in alluding to them I have expressed myself in 
terms of animadversion upon the principles by 
which the recent suspension of cash payments by 
some of those banks lias been justified, it is be- 
cause I consider that the reasonings which have 
been put forth by the suspending banks, and 
repeated by their advocates in this country, are 
such as are calculated, if countenanced by public 
(.pinion, to undermine all just grounds of confi- 
dence in banking institutions, and greatly to 
impair the standard of morality in trade. 

While this work has been in the press, the 
Message of the President of the United States, on 
its meeting in December last, has been received. 
A considerable portion of the Message is devoted 
to remarks on the abuses of banking which have 
produced so serious a derangement of trade and 
commercial credit, and have interfered so materi- 
ally with the financial arrangements of the govern- 
ment. The remarks of the President bear so 
strongly in support of the opinions which I enter- 
tain, and which I have ventured to express, on the 
subject of American banking, reprobating, as he 
does, on the very grounds which I have stated, 
the attempts at justification on the part of the 
United States Bank of Pennsylvania, and of the 
other suspended banks, that I cannot resist the 
temptation of the opportunity, still open to me, of 
here inserting the following extract from it. 

The President, after stating objections arising 
out of occurrences in 1836 and 1837, to allowing 
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the custody of the government funds to be com- 
mitted to any banking institution, goes on to say, 

!< Recent events have also continued to develope 
“ new objections to such a connection. Seldom is 
“ any bank, under the existing system and prac- 
“ tice, able to meet, on demand, all its liabilities 
“ for deposits and notes in circulation. It main- 
“ tains specie payments, and transacts a profitable 
“ business, only by the confidence of the people 
“ in its solvency ; and whenever this is destroyed 
“ the demands of its depositors and note holders — • 
“ pressed more rapidly than it can make col- 
“ lections from its debtors — force it to stop pay- 
“ ment This loss of payment, with its conse- 
“ quences, occurred in 1837, and afforded the 
“ apology of the banks for their suspension. The 
“ public then acquiesced in the validity of the 
“ excuse ; and, while the state legislatures did 
“ not exact from them their forfeited charters, 
“ Congress, in accordance with the recommen- 
“ dation of the executive, allowed them time to 
“ pay over the public money they held, although 
“ compelled to issue treasury notes to supply the 
“ deficiency thus created. 

“ It now appears that there are other motives 
“ tnan a want of public confidence under which 
“ the banks seek to justify themselves in a refusal 
“ to meet their obligations. Scarcely were the 
“ country and government relieved, in a degree, 
“ from the difficulties occasioned by the general 
“ suspension of 1837, when a partial one, occur-' 
“ ring within thirty months of the former, pro- 
“ duced new and serious embarrassments, though 
“ it had no palliation in such circumstances as 
“ were alleged in justification of that which had 
“ previously taken place. There was nothing in 
“ the condition of the country to endanger awell- 
“ managed banking institution ; commerce was 
“ deranged by no foreign war ; every branch ‘ of 
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“ manufacturing industry was crowned with ricli 
“ rewards ; and the more than usual abundance 
“ of our harvests, after supplying our domestic 
“ wants, had left our granaries and storehouses 
“ filled with a surplus for exportation. It is in 
“ the midst of this that an irredeemable and 
“ depreciated paper currency is entailed upon the 
“ people by a large portion of the banks. They 
“ are not driven to it by the exhibition of a loss 
“ of public confidence, or of a sudden pressure 
“ from their depositors or of note holders, but they 
“ excuse themselves by alleging, that the current of 
“ business, and exchange with foreign countries, 
“ which draws the precious metals from their vaults, 
“ would require, in order to meet it, a larger cur- 
“ t ailment of their loans to a comparatively small 
“ portion of the community than it will be con- 
“ venient for them to bear, or per naps safe for the 
“ banks to exact. The plea has ceased to be one 
*• of necessity. Convenience and policy are now 
“ deemed sufficient to warrant these institutions in 
“ disregarding their solemn obligations. Such con- 
“ duct is not merely an injury to individual cre- 
“ ditors, but it is a wrong to the whole com* 
“ munity, from whose liberality they hold most 
“ valuable privileges — whose rights they violate, 
“ whose business they derange, and the value of 
“ whose property they render unstable and in- 
“ secure. It must be evident that this new ground 
“ for bank suspensions, in reference to which their 
“ action is not only disconnected with, but wholly 
“ independent of that of the public, gives a cha- 
“ racter to their suspensions more alarming than 
“ any which they exhibited before, and greatly.. 
“ increases the impropriety of relying on the 
“ banks in the transactions of government. 

“ A large and highly respectable portion of Our 
“ banking institutions are, it affords me unfeigned 
“ pleasure to state, exempted from all blame on 
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“ account of this second delinquency. They have, 
“ to their great credit , not only continued to meet 
“ their demands, but have even repudiated the 
“ grounds of suspension nova resorted to. It is 
“ only by such a course that the confidence and 
“ goodwill of the community can be preserved, 
“ and, in the sequel, the best interests of the 
“ institutions themselves promoted. 

“ New dangers to the banks are also daily dis- 
“ closed, from the extension of that system of 
“ extravagant credit of which they are the pillars. 
“ Formerly our foreign commerce was principally 
“ founded on an exchange of commodities, includ- 
“ ing the precious metals, and leaving in its trans- 
“ actions but little foreign debt. Such is not now 
“ the case. Aided by the facilities afforded by 
“ the banks, mere credit has become too commonly 
“ the basis of trade. Many of the banks them- 
“ selves, not content with largely stimulating this 
“ system among others, have usurped the business, 
“ while they impair the stability, of the mercantile 
“ community ; they have become borrowers instead 
“ of lenders; they establish their agencies abroad ; 
“ they deal largely in stocks and merchandize ; 
“ they encourage the issue of state securities 
“ until the foreign market is glutted with them; 
“ and, unsatisfied with the legitimate use of their 
“ own capital, and the exercise of their lawful 
“ privileges, they raise by large loans additional 
“ means for every variety of speculation. The 
“ disasters attendant on this deviation from the 
“ former course of business in the country are 
“ now shared alike by banks and individuals, to 
“ an extent of which there is perhaps ho previous 
“ example in the annals of our country. So long 
“ as a willingness of the foreign lender, and a 
“ sufficient export of our productions to meet any 
“ necessary partial payments, leave the flow of 
“ credit undisturbed, all appears to be .prosperous ; 
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“ but as soon as it is checked by any hesitation 
“ abroad, or by an inability to make payment 
“ there in our productions, the evils of the system 
“ are disclosed. The paper currency, which 
“ might serve for domestic purposes, is useless to 
“ pay the debt due in Europe. Gold and silver 
“ are therefore drawn in exchange for their own 
“ notes, which are as unavailable to them as they 
“ are to the merchants, to meet the foreign de- 
“ mand. The calls of the banks, therefore, in 
“ such emergencies of necessity, exceed their 
“ demand, and produce a corresponding curtail- 
“ ment of their accommodations and of the cur- 
“ rency, at the very moment when the state of 
“ trade renders it most inconvenient to be borne. 
“ The intensity of this pressure on the community 
“ is in proportion to the previous liberality of 
“ credit and consequent expansion of the cur- 
“ rency ; forced sales of property are made at the 
“ time when the means of purchasing are most 
* reduced, and the worst calamities to individuals 
“ are only at last arrested by an open violation of 
“ their obligations by the banks, a refusal to pay 
“ specie for their notes, and an imposition upon 
“ the community of a fluctuating and depreciated 
“ currency. 

“ These consequences are inherent in the present 
“ system. They are not influenced by the banks 
“ being large or small ; created by national or state 
“ governments : they are the results of the irre- 
“ sistible laws of trade and credit. In the recent 
“ events, which have so strikingly illustrated the 
“ certain effects of these laws, we have seen the 
“ bank of the largest capital in the union, estab- 
** lished under a national charter, and lately 
“ strengthened, as we were authoritatively in- 
“ formed, by exchanging that for a state charter, 
" with new and unusual privileges, — in a condition, 
“ too, as it was said, of entire soundness and great 
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** prosperity, — not merely unable to resist these 
“ effects, but the first to yield to them. 

“ Nor is it to be overlooked that there exists a 
“ chain of necessary dependence among these in- 
“ stitutions, which obliges them, to a great extent, 
“ to follow the course of others, notwithstanding 
“ its injustice to their own immediate creditors, or 
“ injury to the particular community in which they 
** are placed. This dependence of a bank, which 
“ is in proportion to the extent of its debts for 
“ circulation and deposits, is not merely on others 
** in its own vicinity, but on all those which 
“ connect it with the centre of trade. Distant 
“ banks may fail, without seriously affecting those 
“ in our principal commercial cities ; but the 
“ failure of the latter is felt at the extremities of 
“ the union. The suspension at New York in 
“ 1837 was everywhere, with very few excep- 
“ tions, followed, as soon as it was known ; that 
“ recently at Philadelphia immediately affected 
“ the banks of the south and west in a similar 
“ manner. The dependence of our whole banking 
“ system on the institutions in a few large cities 
“ is not found in the laws of their organization, 
“ but in those of trade and exchange. The banks 
“ at that centre to which currency flows, and 
“ where it is required in payments for merchan- 
“ dize, hold the power of controlling those in 
** regions whence it comes, while the latter possess 
“ no means of restraining them ; so that the value 
“ of individual property, and the prosperity of 
“ trade, through the whole interior of the country, 
“ are made to depend on the good or bad manage- 
“ merit of the banking institutions in the great 
“ seats of trade on the sea-board. 

“ But this chain of dependence does not stop 
“ here. It does not terminate in Philadelphia or 
“ New York. It reaches across the ocean; and 
“ ends in London, the centre of the credit system. 

vox,, m „ 
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“ The same laws of trade which gave to the banks 
“ in our principal cities power over the whole 
“ banking system of the United States, subject the 
“ former, in their turn, to the money power in 
“ Great Britain. It is not denied that the sus- 
“ pension of the New \ork banks in 1837, which 
“ was followed in quick succession throughout the 
“ union, was produced by an application of that 
“ power ; and it is now alleged, in extenuation of 
“ the present condition of so large a portion of 
“ our banks, that their embarrassments have arisen 
“ from the same cause. 

“ From this influence they cannot now entirely 

escape, for it has its origin in the credit cur- 
" rencies of the two countries ; it is strengthened 
“ by the current of trade and exchange, which 
“ centres in London, and is rendered almost irre- 
“ sistible by the large debts contracted there by 
“ our merchants, our banks, and our states. It is 
“ thus that an introduction of a new bank into the 
“ most distant of our villages places the business 
“ of that village within the influence of the money 
“ power in England. It is thus that every new 
“ debt which we contract in that country seriously 
“ affects our own currency, and extends over the 
“ pursuits of our citizens its powerful influence. 
“ We cannot escape from this by making new 
“ banks, great or small, state or national. The 
“ same chain which binds those now existing to 
“ the centre of this system of paper credit must 
“ equally fetter every similar institution we create. 
“ It is only by the extent to which this system has 
“ been pushed of late that we have been made 
“ fully aware of its irresistible tendency to subject 
“ our own banks and currency to a vast controlling 
“ power in a foreign land j and it adds a new 
“ argument to those which illustrate their pre- 
“ carious situation. Endangered, in the first place, 
“ by their own mismanagement, and again by the 
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“ conduct of every institution which connects 
“ them with tlie centre of trade in our own 
“ country, they are yet subject, beyond all this, to 
“ the effect of whatever measures policy, necessity, 
tc or caprice, may induce those who control the 
“ credit of England to resort to. I mean not tq 
“ comment upon these measures, present or past, 
“ and much less to discourage the prosecution of 
“ fair commercial dealing between the two coun- 
“ tries, based on reciprocal benefits ; but it having 
“ now been made manifest that the power of 
“ inflicting these and similar injuries is, by the 

resistless law of a credit currency and credit 
“ trade, equally capable of extending their conse- 
“ quences through all the ramifications of our 
“ banking system, and by that means indirectly 
“ obtaining, particularly when our banks are used 
“ as depositories of the public moneys, a dan- 
“ gerous political influence in the United States, I 
“ have deemed it my duty to bring the subject to 
“ your notice, and ask for it your serious con- 
“ sideration.” • 

Agreeing as I do most fully in the ' general 
scope and tenor of the observations of the Presi- 
dent on the evils of the banking system, such as 
it has developed itself in action in the United 
States, I must be permitted to question the cor- 
rectness of his views on one point. Alluding to 
London as the centre of the credit system, ami to 
the dependence of the banks in the United States 
on the money power in Great Britain, the Presi- 
dent adds, — “ It is not denied that the suspension 
“ of the New York banks in 1837, wnic-h was fol- 
“ lowed in quick succession throughout the union, 
“ was produced by an application of that power.” 

Referring to the remarks which I made on the 
plea of the suspended American banks, that it. was 
by the “ putting on of the screw” by the Bailk of 
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England that their recent stoppage of payment 
in specie was caused, I have to add the follow- 
ing observations on the above passage of the 
President’s Message. 

Undoubtedly, if the Bank of England had in 
1836 and in 1837 kept its rate of interest at 
four per cent., and had gone on discounting all 
the vast mass of circulating American bills which 
were pressing upon it, the American houses 
here, and the banks in the United States, might 
have gone on for some months longer. But 
considering the excess to which the American 
system of credit had already proceeded, and the 
accelerated rate at which it was going on, it 
would have argued a degree of blindness on the 
part of the Bank of England beyond even that 
with which it was justly chargeable, if it had 
not at length opened its eyes to the consequences, 
as regarded the safety of its own establishment, 
of allowing itself to be the passive instrument 
of the further extension of the system. And 
it is quite clear that if the Bank of England 
had been so infatuated as to have neglected taking 
measures of precaution in 1836, its own solvency 
would have been endangered. But so far from 
having exerted any power in stopping the Ame- 
•rican houses in this country, and the New York 
■banks connected with them, the Bank of England 
actually nursed them by advances without security 
for several months, and it was only on seeing no 
■end to the practice of nursing (which by the way 
was inconsistent with just principles of banking, 
and was the occasion of the anomalous position in 
which the Bank of England was placed, of having 
to send an agent to the United States to collect 
its debts;) that in 1837 it found itself compelled to 
discontinue its assistance. Now, a discontinuance 
qf assistance, when continued assistance was incon- 
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sistent, not only with its ordinary rules, but with 
a consideration for its own safety, is very different 
from the inference to which the passage in the 
President’s address leads, namely, that it was a 
voluntary exertion of power on the part of the 
Bank of England to stop the American banks. 
With much more reason might the President of 
the United States have inferred a dependence of 
the banks of America upon the money power in 
France, because a refusal by the French banking 
house of Hottinguer and Co. to accept the bills 
drawn upon them by the United States Bank was 
the proximate cause of the suspension of cash 
payments by the southern and western states 
banks. 

Under the circumstances in which the govern- 
ment of the United States is placed, and with the 
experience which it has derived from the results 
of the system of banking and credit in that country, 
there can be no question, in my opinion, of the 
wisdom of the policy which it has announced, of 
divorcing itself irrevocably from all connection or 
communication with any of the banks, whether as 
depositaries of its funds, or agents for the collec- 
tion and transmission of them. 

The probable influence of such a determination 
on the part of the American government, if sup- 
ported as it probably will be by Congress, on the 
future system of banking and credit in the United 
States, and the consequences, with reference to 
the state of the circulation in this country, involve 
considerations of great import, but embracing too 
wide a field of discussion to be here incidentally 
entered into. 
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Section 9* — Summary of the preceding Review 

of the State of the Circulation, and of some of the 

Alterations proposed in our Banking System. 

Reverting, from this digression on American 
banking, to the immediate purpose in hand, it re- 
mains only to state the general conclusions that 
appear to be deducible from the facts and reason- 
ings which have been laid before the reader, with 
a view to elucidate some of the more important 
features of our present system of paper circulation, 
and to suggest such alterations as may be best cal- 
culated to obviate the recurrence of evils which 
have been experienced under the existing mode ot 
management. 

The conclusions which seem to be fairly de- 
ducible from the preceding review of the state 
of the circulation during the period under con- 
sideration, and of the proposed alterations in our 
banking system, are, — 

1. That the principal evil which can be dis- 
tinctly and justly ascribed to the system, as it has 
been administered, is the near approach to ex- 
haustion which the Bank treasure has experienced, 
with the consequent imminent danger of suspension 
of cash payments, an event averted only by a very 
discreditable expedient, namely, that of resorting 
to aid from the bankers of Paris. 

2. That considerable blame attaches to the Bank 
of England for not having taken earlier and more 
effectual measures for arresting the drain on its 
coffers. 

3. That no consistent rule or principle is dis- 
coverable in actual application to the management 
of the Bank of England. 

4. That the doctrine of the directors, which 
assumes, as an essential part of'the functions of the 
Bank, the duty of attending to the trade and 



IN THE SYSTEM OF BANKING. 


245 


aiding and upholding the commercial credit of the 
country, is unsound and unsafe. Unsound, as it 
impairs the reliance of individuals on their own 
prudence ; and unsafe, as it may entail an exten- 
sion of the circulation at the precise time when a 
view to the exchanges and the state of its coffers 
would enjoin a contraction. 

5. That it has been a great error of the directors 
to attempt to conduct the management of so large 
an amount of liabilities upon a reserve of bullion so 
small as that which has existed in the average of 
the last seven years ; a reserve more especially 
inadequate, seeing the tendency of the doctrine 
embraced by the directors, of a duty incumbent on 
them of attending to the trade of the country, and 
of aiding and upholding commercial credit. 

6. That, on the other hand, the Bank is not 
justly chargeable with evils such as those which 
have been imputed to it, of having, by its expan- 
sions and contractions of the circulation, caused 
fluctuations in the prices of commodities, and in 
the state of credit and the rate of interest. 

7. That the prices of commodities are not liable 
to be influenced in any perceptible degree by 
variations in the issues of the Bank, in a con- 
vertible state of the paper, according to the sys- 
tem by which, since 1825, those issues have been 
regulated. . 

8. That variations in the state of credit may and 
often do arise from circumstances extrinsic to the 
state of the circulation, and that no regulation 
of the issues of paper money can operate as an 
infallible preservative against occasional great 
fluctuations in the state of credit, and in the rate 
of interest. 

9. That variations in the state of credit and in 
the rate of interest are likely to be — 

1. Greatest under a system of competition of 
banks of issue. 
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2 . In the next degree, under a system in which 

the amount of the circulation should vary 
in the exact manner and degree in which a 
perfectly metallic currency would vary. 

3. In the most mitigated form and degree, under 

such a system as that of the Bank of Eng- 
land, attended, however, as that system 
ought to be, with more of regard to con- 
sistent principle than has hitherto been 
observed in the management, and subject, 
as a condition sine qua non, to a provision 
for the maintenance of a higher average 
amount of treasure than the directors have 
hitherto thought fit to retain. 
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CHAPTER V. 

OBSERVATIONS ON A RECENT PUBLICATION BY 
MR. SAMUEL JONES LOYD, “ ON THE MANAGEMENT 
OF THE CIRCULATION, AND ON THE CONDITION 
.AND CONDUCT OF THE BANK OF ENGLAND, AND OF 
THE COUNTRY ISSUES, DURING THE YEAR 1839 .” 

Since the preceding pages were prepared for the 
press, a publication of considerable interest on the 
question of the currency has proceeded from the 
pen of Mr. Loyd, entitled “ Remarks on the Ma- 
“ nagement of the Circulation ; and on the Con- 
“ dition and Conduct of the Bank of England, and 
“ of the Country Issues, during the Year 1839.” 
As Mr. Loyd unites great experience in the 
business of banking with scientific views of the 
general principles of currency, and possesses in 
an eminent degree the power of luminous ex- 
position, his opinions are calculated to produce 
a great impression. I cannot, therefore, as I had 
intended, here conclude the present work, without 
offering a few observations on a treatise which is 
of such importance in its bearing on the points 
relating to' the circulation which I had under- 
taken to discuss ; more especially seeing that, while 
I concur with the writer in most of his general 
views on the currency, there are some very mate- 
rial points of practical application on which I find 
myself under the necessity of differing from him. 

In every case in which I find that Mr. Loyd’s 
views accord with mine, I feel additional confidence 
in them from that accordance ■, and in the instances 
in which I have not the advantage of his concur- 
rence, I naturally feel some distrust of the foun- 
dation for my own conclusions ; and Lam anxious, 



248 


ON PROPOSED ALTERATIONS 


in proportion to my confidence from agreement, to 
feel assured of my grounds when I find my views 
at variance with his. If, therefore, I enter more 
fully into the examination of the points on which 
we differ, it is not because those points are the 
greater in number or importance, but because 
assent is most readily and concisely expressed, 
while dissent from an authority which is justly 
deemed to be of weight requires a careful investi- 
gation and exposition of the grounds of difference. 

Of leading points of principle it is impossible 
that the grounds can be laid down more clearly 
than is done by Mr. Loyd. Most especially do I 
agree with him when he observes, that “ the prin- 
“ cipal and most important benefit to be attained 
“ by a due regulation of the currency, consists less 
“ in the indirect effect which it may have in pre- 
“ venting v iolent fluctuations in the state of trade 
“ and of prices, than in its direct tendency to pro- 
“ tect and secure the convertibility of the notes 
“ under all possible contingencies. Money, it must 
“ be remembered, is not only useful as a medium 
“ of exchange, in lieu of barter or credit, but 
“ also as a measure of value ; and when paper, in 
“ itself possessing no intrinsic value, is used as a 
“ substitute and representative of the precious 
“ metals, the convertibility of that paper becomes 
“ essential for preserving its character as a standard 
“ of value.” p. 105. 

I rejoice also at finding that the results at which 
1 had arrived from observation, confirmatory of all 
general reasoning on the subject of the usury law, 
receive the fullest corroboration from the ample 
experience of Mr. Loyd of the benefits derived 
from the recent amendment of that law. 

It will have been seen, from the account which 
I have given ( pp. 83, 92) of the several steps by 
which, in' the descending scale of its treasure, the 
Bank found itself on the verge of suspension of 
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cash payments, that I fully agree with Mr. Loyd in 
the opinion, that the directors were wanting in due 
vigilance in not adopting earlier measures for the 
counteraction of the drain when the tendency to 
efflux became manifest, and when there was reason 
to suspect that the causes of it were extensive and 
deep seated. And nothing can be more just, or ex- 
pressed in more considerate terms, than Mr. Loyd’s 
criticism on the inconsistency exhibited between 
the professed rules and the conduct of the directors; 
to whom, with him, I am willing, at the same time, 
to give credit for the best intentions. 

Mr. Loyd remarks upon the difficulties attend- 
ing the regulation of the Bank issues, and attributes 
a great part of those difficulties to the incongruity 
involved in the system, and in the functions 
assumed by that establishment, rather than to any 
fault of the directors in the administration of that 
system ; and he adds, “ The state in which the 
“ Bank has stood is the result. The circulation 
“ but slightly diminished, and the securities largely 
“ increased, whilst the drain upon the bullion has 
“ been suffered to acquire such force, and to pro- 
“ ceed to such an extent, as to menace the most 
“ serious danger to the safety of our monetary 
“ system.” 

Mr. Loyd then points out, as an addition to the 
difficulties attendant on its incongruous functions, 
the counteraction to which the Bank of England 
is liable, in its attempts to control the circulation, 
by the issues of the country banks. 

For these evils attendant on the present system 
as it is now administered, Mr. Loyd strongly urge; , 
as the only remedy, the plan to which J have 
before alluded, of a complete separation of the 
business of issue of paper from the ordinary busi- 
ness of banking, concentrating the business of 
issue for the whole kingdom under the cojntrol .of 
a single responsible body ; the circulation of 
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paper money, according to this plan, being sup- 
posed to be made to vary exactly as a purely 
metallic circulation would vary. In support of a 
plan of this kind, subject only to modification of 
details not essential to the principle, is an array 
of high authorities ; Mr. Norman, whom I have 
already quoted. Colonel Torrens, Mr. Samson 
Ricardo, Mr. M'Culloch, and Mr. Henry Drum- 
mond. The principle of such separate business 
of issue, so regulated, and constituting the only 
source of the circulation of paper money, is un- 
questionably the most scientific, the most simple, 
and the most secure, against a suspension of cash 
payments, that can be adopted ; and the only 
ground which 1 have ventured to suggest for 
hesitation, as to the policy of adopting it, is the 
question, whether there are not considerations of 
the greater convenience attending the working of 
the present Jess scientific system ; considerations 
which, provided sufficient security can be obtained 
tor the preservation of the constant convertibility 
of the paper, might be found to preponderate 
against the expediency of so great a change. 

It seems to be assumed, and reasoned upon im- 
plicitly, by all the advocates of the proposed 
change, that the plan of metallic variation would 
be attended with less fluctuation in the rate of 
interest, and in the prices of commodities, than 
the present system of union of deposits and issues. 
But I have not yet seen, in any of the expositions, 
ably as they are stated, of the plan of separate 
issue, an explanation of the precise mode of ope- 
ration, which should exempt a circulation of that 
description from the shocks to which the money 
market, and sometimes the markets for commo- 
dities, are exposed by revulsions of credit. They 
have adduced no reasons for thinking that we 
should not be equally liable to variations in the 
rate of interest in this country, arising from miy 
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considerable fluctuations in the state of credit and 
in the rate of interest abroad ; and they have in 
no instance shown, or attempted to show, that 
credit might not be unduly extended, — and, in 
cases readily conceivable, cases such as have 
occurred, — be equally extended under a correctly 
metallic variation, as it is liable to be, and as it 
has been, under the existing system. 

It may be taken as a general rule, that when- 
ever credit has been unduly extended there will 
be a revulsion and contraction proportioned in 
degree and extent to the previous excess of credit, 
such revulsion, according to the direction and 
extent of the previous abuse of credit, being felt 
in the money market, or in the markets for pro- 
duce, or in both. Thus, if the undue extension of 
credit has prevailed only in the market for secu- 
rities, the rate of interest, that is, the money 
market, only will be affected ; if in the markets for. 
produce, fluctuation of the prices of commodities 
and commercial failures will ensue ; and these will, 
if occurring to any considerable extent, neces- 
sarily affect the money market ; whereas fluctua- 
tions in the rate of interest do not necessarily 
affect the markets for produce. 

Mr. Loyd refers to the recent instance of the 
state of the circulation in 1839, as one in which 
the system of separation would have worked bene- 
ficially. “ Jf the contraction,” he says, p. 37, 
“ had commenced with the decrease of bullion in 
“ the beginning of the year, when the circulation 
“ was 18,201,000/., and the bullion 9,336,000/., 
“ and had steadily accompanied it throughout. 
“ these evils would in all probability have beer 
“ avoided. At all events, this would have been 
“ the legitimate means for the prevention of them ; 
“ and failing the adoption of this course, a heavy 
“ share of the consequent responsibility must 
“ attach to the Bank.” 
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In this I perfectly agree with Mr. Loyd ; and I 
have, as the reader must have seen, instanced the 
recent circumstances of the trade and the circula- 
tion, as those in which a reduction of the issues 
accompanying a diminution of the stock of bullion 
would have been advantageous ; but still more ad- 
vantageous would have been the operation of the 
rule which I have ventured to suggest, namely, that 
the directors should be guided by a view to retain- 
ing a high average amount of bullion, and that 
they should never consider the Bank as in a per- 
fectly satisfactory position when the treasure was 
under ten millions. They would, under such a 
rule, never have thought of volunteering ship- 
ments of bullion to the United States, in the 
spring of 1838, for the purpose of hastening the 
lesumption of cash payments by the American 
Banks ; and long before the close of 1S38 they 
could not have failed to see the propriety of taking 
moderate precautionary measures for counteracting 
the tendency to a drain, which had then so clearly 
manifested itself, instead of designedly enlarging 
their securities as they did. 

Si ill more beneficially, as compared with a purely 
metallic variation, would the regulation with a view 
to a high average amount of bullion have operated 
in 1835-6. The treasure having been reduced 
(from what causes it is not here necessary to in- 
quire) to 6, 000,000/. in 1835, the directors would 
not. have taken the active measures which they did, 
by the forced increase of their securities in the 
autumn of 1835 and the early part of 1 836, to stop 
the tide of the metals which was then flowing in. 
The stock of bullion would have been higher titan 
it was in the spring of 1836 ; the circulation would 
have been the same as it was, being then low 
enough ; but the rate of interest would have been 
higher, and the deposits wotdd consequently have 
been lower, as there would not have been the same 
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inducement to anticipate the instalments on the 
West India loan ; while at the same time there 
would not have existed the unbounded confidence 
in continued facility of the money market which led 
to the unusual extent of credits in the American 
trade. It must then be quite clear, that with a 
larger stock of bullion, and a lower amount of 
deposits and securities, in the spring of 1 Si3f>, the 
position of the Bank would have been in every 
respect better prepared to meet the approaching 
revulsion of credit in the American trade, in the 
autumn of that year, than it proved to be, and that 
the revulsion, when it did occur, would have been 
in a mitigated degree. 

It would be tedious to pursue this point further; 
and indeed what I have here stated is only a 
repetition of the reference to this period which I 
have before made, my excuse for such repetition 
being, the importance of the illustration which the 
circumstances of the period referred to afford of 
the working of the system. I will merely add, 
that, whether by reference to circumstances such 
as have occurred, or to supposable cases, it might 
be shown that fluctuations as great, if not greater, 
might, and most probably would, occur, in the rate 
of interest, and in the state of credit, and in the 
markets for produce, under a correctly metallic 
variation, as under the more anomalous but more 
accommodating system, which, by the union of 
circulation and deposits, allows the action of the 
foreign exchanges to operate upon the bullion in 
such a manner as that, if the amount of it be of 
sufficient magnitude, the money mark.et may be 
little, if at all, disturbed. Indeeu, I have placed 
the comparison in the light most favourable to the 
proposed plan of separation, because I am con- 
vinced that under such separation the fluctuations 
icould be more frequent, more abrupt, and sometimes 
of greater extent . 
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The reasons which Mr. Loyd urges in favour 
of the proposed separation of departments appear 
to me to apply still more strongly in favour of 
the existing system, with the addition only of 
preserving a larger average amount of bullion. 
Mr. Loya says, “ She (the Bank) is bound, not 
“ only to protect her treasure from actual ex- 
“ haustion by foreign drain, but also to preserve 
“ it at such an amount as shall leave her, at all 
“ times, prepared to bear the probable or reason- 
“ ably possible demands of internal alarm. She 
“ must guard, not only against the actual calamity 
“ of suspension, but against even the reasonable 
“ apprehension of it.” Now, this is precisely what 
I would propose, by the simple precaution of 
keeping up, in ordinary times, a large amount of 
t reasure, so as to meet any extraordinary exigences 
with the least possible disturbance of the amount 
of the circulation, a general uniformity of which 
is highly conducive to general convenience. 

Mr. Loyd adds, “ and, at the same time, the 
“ measures necessary for this purpose must be 
“ rendered as little oppressive to the trade of 
“ the country as is consistent with the requisite 
“ results.” In this passage Mr. Loyd, I am sorry 
to observe, adopts, in deprecating oppression to the 
trade, the language of the money market *, which 
implies, that the regulation bf the currency should 
have a particular view to the trading part of the 
community ; whereas general convenience and se- 
curity are demonstrably the only legitimate objects 
of a well-regulated currency. But even admitting 
a peculiar consideration for trade, I am disposed 
to dissent from the conclusion, namely, “ Hence 

* According to that language, measures adopted by the Bank 
with a view to moderating the efflux of bullion are charac- 
terized, according, to the degree in which they operate, as 
making money tight , putting on the screw, punishing or oppressing 
the trade of the country. 
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** the importance of making the commencement 
“ of the action upon the circulation simultaneous 
“ with that upon the bullion ; it is thus rendered 
“ gradual in its operation, and, therefore, compa- 
“ ratively light in its effects.” 

It does not appear to be a necessary, and 
hardly, perhaps, a probable, consequence* of the 
proposed separation, that every action upon the 
bullion by the foreign exchanges should be at- 
tended with a simultaneous action upon the 
amount of the circulation ; by which term of 
circulation I mean the amount of bank notes in 
the hands of the public. If such, however, were 
shown to be the probable effect, the incon- 
venience might, and, I am inclined to think, 
would be found to be very great, compared with 
the present system ; for, in as far as a certain 
degree of uniformity in the amount of the circu- 
lation, in reference to the general scale of trans- 
actions, is to be considered, as I believe it is, a 
desirable state, in so far would the direct operation 
of variations in the exchanges, in causing corre- 
sponding variations in the amount of the circulating 
medium, be found to be inconvenient, and some- 
times greatly so. When quoting a passage from 
Mr. Norman’s publication, it occurred to me to 
remark, that I did not see the force of the objec- 
tion to the union of the banking and issuing 
departments, merely because it was a mixture of 
things in their nature distinct j and as little can 
I concur in the same objection, expressed by 
Mr. Loyd in still stronger terms, in the following 
passage : “ The two things, the management of a 
“ paper currency, and the management of banking 
“ deposits, cannot be blended together in one sys- 
“ tem, and treated as subject to the same laws, 
“ and to be governed on the same principle.. The 
“ attempt to do so is litre that of the unskilful 
“ chemist who attempts to unite together sub- 
“ stances which have no affinity, and will not 
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“ combine, end therefore obtains only a confused 
*• and useless mixture, when he looked for a- per- 
“ feet chemical compound.” 

I had occasion, some pages back, to deny Mr. 
Hume’s position of the complete identity of circu- 
lation and deposits; and 1 must equally call in 
question Mr. Loyd’s view of their incompatibility 
for the purpose in view. The assertion of unsus- 
ceptibility of beneficial, or at least harmless, mix- 
ture, is rather in the nature of an assumption of 
the point in question. Taking Mr. Loyd’s illus- 
tration, I should say, the substances, agreeing in 
some, differ in other properties ; and it depends 
upon the object to be answered, whether, for that 
particular purpose, a compound of those qualities 
may not form a very useful mixture. But, per- 
haps, a better illustration may be derived from 
mechanics, by likening the movements of the cir- 
culation and , deposits united in one system, to the 
contrary revolutions of two wheels working toge- 
ther in machinery so as to produce a desired effect. 
And sued, I am inclined to think, is the more 
desirable effect of a union of deposits and circula- 
tion. always assuming a sufficient average reserve 
of bullion, than their separate operation. 

Mr. Loyd dwells, at considerable length, and 
with much force, upon the counteraction which 
the Bank of England has experienced from the 
couuay bank circulation. He takes a view di- 
rectly opposed to that of Mr. Hume, who ha’s 
endeavoured (very unsuccessfully) to show, that 
the fluctuations in the circulation of the country 
banks were less than in that of the Bank of Eng- 
land. But I am not quite clear that Mr. Loyd 
establishes the case fully against them. After 
pointing out the fact, that the country issues con* 
tinued to increase through the whole of the year 
1898, and until June 1839, and that there was, 
in the quarter following, a sudden and large de- * 
crease, he observes, “ Had the country issues 
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** commenced their contraction in April 1838, 
“ when the bullion first began to diminish, or in 
** October, when contraction on the part of the 
“ Bank of England first commenced, the serious 
“ danger to which the monetary system of the 
“ country has been exposed might very possibly 
“ have been altogether avoided.” 

I cannot see the force of the grounds on which 
it could have been expected that the country 
banks should have commenced a contraction of 
their issues in April 1838, simply because there 
had been a small diminution of bullion, which 
•small diminution, however, did not appear till the 
Gazette return in May 1838. It is well known 
that the country issuers, with the exception of 
Mr. Stuckey, ana perhaps one or two others, have 
not, according to their evidence in 1832, professed 
to be guided by the exchanges, or by any strict 
attention to the variations in the amount of the 
Bank treasure. But if such had been their pro- 
fessions and their habits, there was not, most un- 
doubtedly, the remotest signal, from the position 
of the Bank of England, which should have in- 
duced them to take measift-es for contracting their 
issues. 

By the return of the Bantc of England in May 
1838 the stock of bullion was still about ten mil- 
lions, and that was the time when it was stated in 
the newspapers, and with great approbation by 
some of them, that the Bank of England, being 
incumbered with a superfluously large amount of 
bullion, was sending a considerable sum to the 
United States of America. Later, too, in the year, 
that is, by the monthly return in January 1839, 
the average amount of bullion in the three months 
preceding was 9*336,000/. But this amount of 
bullion, although lower by nearly 800,000/. than 
the highest return, which had been 10,126, (300/. . 
in April 1838, was in point of fact higher than it 
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had been in January 1838, and higher than at 
any previous period since January 1834. Surely, 
therefore, there could be nothing in the returns 
of bullion so late as January 1839 to induce the 
country banks to resist the demands, which arose 
apparently from the greatly extended transactions 
connected with the increased activity of the corn 
trade, and the distribution of the large foreign 
supplies for an enlarged circulation. If, again, 
they looked at the Bank of England circula- 
tion, they would have seen that it had increased 
between January and September 1838 from 
17,900,000/. to 19,665,000/. ; and the increase 
of the country issues was, in that interval, not in 
a larger proportion. 

Mr, Loyd, however, seems to think that the 
country banks ought to have reduced their circu- 
lation, in accordance with the contraction by the 
Bank in October 1838. But. the circulation of 
the Bank as late as November 1838 was higher 
than it had been in the first three months of 1838, 
and higher even than it had been on the average 
of four years preceding. As far, therefore, as 
relates to a mere numerical view of the Bank of 
England issues, there was no particular warning 
held out by them to the country banks. 

There is, moreover, this material consideration, 
which may go some way in exonerating the country 
banks from utter disregard, in their movements, 
of any regulation by the Bank of England. 
Mr. Loyd, in the passage just quoted, speaks of 
contraction having first commenced in October 
1831. The word contraction is liable to some 
ambiguity, inasmuch as it is sometimes used to 
signify simply the fact of diminution, while it is 
more frequently used in a sense including the 
operative cause of the diminution. Now, from 
the manner in which it is here used, it might be 
inferred that the Bank designedly diminished its 
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issues in October, as a precautionary measure 
against the tendency to efflux of its bullion. 
Such, however, was not only not the case, but the 
very reverse of the case ; inasmuch as the Bank 
at that time not only did not design, or make any 
effort, to diminish its issues, but its public acts 
showed that the diminution was against its inten- 
tion, because by the notice of increased facilities 
for advances in November 1838 the directors 
plainly evinced a desire to extend their securities, 
that being the only medium through which they 
could influence tfcieir circulation. The country 
bankers, therefore, if they regulated themselves 
by the conduct of the Bank of England, seeing 
that the directors, by their notices in November 
1838 and in February 1839, were still willing to 
maintain their issues at the highest amount which 
the demand for them at 3i and 4 per cent, per 
annum would absorb, might very naturally con- 
sider themselves justified in equally availing them- 
selves of the continued demand for their notes. 
And as far as relates to any intimation from the 
Bank of impending danger, to serve as a warning 
to the country issuers, the first public notice of 
withdrawing the usual facilities for advances and 
discount was in May 1839. The contraction, 
therefore, of the country circulation, which took 
place in the interval between June and September 
1839, from 12,275,818/. to 11,084,970/., was as 
early as could be expected, if it was to be regulated 
by a reference on the part of the issuers to the 
conduct of the Bank of England. 

When reviewing, as I had before* occasion to 
do, the state of the circulation in 1836, I had the 
advantage of agreeing with Mr. Loyd in con- 
tending that the Bank of England had not suc- 
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ceedeti in showing that the whole or the greater 
part of the derangement at that time was to be 
attributed to the counteraction ■ which it experi- 
enced from the country banks, as far at least as 
regarded their circulation. And according to the 
view here taken of their conduct in 1838 and 
1839, 1 am disposed to say of them, in the terms 
which he used when referring to their conduct in 
his tract, entitled “ Reflections , <§c., 1837,” “If 
“ they have done wrong, it appears to have been 
“ from the want of that controlling action on the 
“ part of the Bank of England which she might 
nave exerted, and has not.” 

At the same time, although it is quite clear that 
the Bank did not make any efforts, as far at least 
as the public could judge or them, to reduce the 
circulation, and that therefore there is no ground 
for charging the country banks with counteracting 
such endeavours on the part of the Bank, 1 am 
strongly of opinion that it would have required 
more than ordinary efforts (and that at a time 
when there was no clear indication of a necessity 
for extraordinary measures) on the part of the 
Bank to have kept down the country circulation 
in 1838, seeing how powerful were the causes in 
operation at that time, leading almost inevitably 
to an increased issue. And it is highly probable, 
according to my view of them, that if the country 
circulation had been wholly conducted through 
the medium of Bank of England notes, there 
would, throughout 1838, have been an equal rela- 
tive increase of them as there was of the country 
notes. With regard to the decrease of the country 
circulation after June 1839, there can be littl6 f 
doubt, that, from the cessation of the circum- 
stances which had mainly, if not exclusively, 
caused the previous increase, there would have 
been a diminution, independently of any coercive 
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measures for contraction on the part of the Bank, 
although those measures may have hastened and 
somewhat increased the reduction. 

Mr. Loyd appears to me greatly to over-rate 
the power of the country banks voluntarily to 
extend their issues, or, rather, to maintain an ex- 
tended circulation, except under circumstances 
justifying that extension. On this point I rather 
lean to the opinion which is quoted at p. 193 from 
Mr. Gurney’s evidence. 

The opinion which has prevailed generally, on 
the extent of the country circulation as existing 
during the restriction, was, and is, I am convinced, 
exaggerated in a very high degree. Nothing can 
be more fallacious than the grounds for computa- 
tion of it given in the Lords Report on Cash 
Payments in 1819, p,12. And I must dissent, for 
that and foi other reasons, from Mr. Ward’s 
opinion founded upon it, as quoted by Mr. Loyd, 
to prove that the action of the Bank of England 
during the restriction was prevented by the coun- 
try issues from producing its proper effect upon 
the exchanges. 

While, however, differing from Mr. Loyd as to 
the degree of counteraction experienced by the 
Bank of England in the regulation of its issues 
from the country banks, I fully concur with him 
in the opinion, that, as regards them, it might be 
desirable that the business of issue of paper should 
be separated from that of ordinary banking ; but 
my concurrence in the desirableness of such sepa- 
ration does not proceed on the • ground of incom- 
patibility of the functions, as regards the mere 
amount of the issues ; 1 do not see how or why 
the blending of the deposits with the issues should 
pecessarily interfere with a due regulation of the 
amount of the latter, provided only the converti- 
bility of the paper money into gold, or Bahk of 
England notes, were secured. It is the' danger of 
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insolvency of the issuers, more than that of exces- 
sive amount of paper money, that is to be appre- 
hended from that part of the circulation. 

The phenomena of the great occasional derange- 
ment of the country circulation have been refer- 
able in a much greater degree to overbanking 
than to mere over-issues of paper money. By 
overbanking (which is a phrase of modern intro- 
duction) 1 mean advances, either on insufficient 
or inconvertible securities, or in too large a pro- 
portion to the liabilities. The disproportion of 
the securities to the liabilities might, perhaps, be 
set wholly against the deposits ; and but for the 
excess or inconvertibility of the securities, on 
occasion of unexpected demands by depositors, 
there might, in the instance of many of the coun- 
try bankers who failed, have been no unusual 
demands for payment of their notes. 

It is the liability of the issuing country banks to 
fail, from causes independent of an undue extent 
of issue, that constitutes one of the greatest objec- 
tions to the mode in which the country circula- 
tion is administered. If a country banker has 
been imprudent, whether by speculations, by undue 
expense, or by bad debts, or by keeping too small 
an available reserve, and consequently fails, the 
circulation of the district is disturbed by a sudden 
diminution of the quantity of money below that 
which the general transactions and the markets 
at fair bullion prices would require. A consider- 
able inconvenience is thus experienced by an 
entire neighbourhood, distinct from the losses 
which the depositors and the holders of the notes 
sustain. And if, from a considerable fall of prices. 

Among the parties who suffer by the failure of country 
bankers the cases of the greatest hardship are those of the 
holders of the notes. The subscribers, if the case is that of 
a joint stock bank, are in point of fact the partners. The 
depositors, before they intrusted their monfey with the banker, 
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or some other extensive cause, such, for instance, 
as the prevalence of a too great previous confi- 
dence, the securities held by many of the country 
banks become greatly depreciated or inconvertible, 
the derangement of the circulation, in which it is 
very possible no excess in amount had existed, 
might be very extensive, and seriously injurious. 

It is in this point of view chiefly, that is, of un- 
doubted solvency, that the state of banking in 
Scotland has a decided advantage, for as to occa- 
sional undue extension and sudden contraction of 
credit, as contradistinguished from issues of circu- 
lating paper, the Scotch banks are fully as ob- 
noxious to the charge as the banks in the other 
parts of the united kingdom. 

Before taking lea,ve of the subject of banks, I 
must be allowed to express a hope that the re- 
marks which I have made on what appears to me 
to be a very general misconception of their legiti- 
mate purposes, should not be so misconstrued as 
to lead to the supposition of my undervaluing or 
disregarding the important advantages resulting 
to the agriculture, manufactures, and commerce 

might or ought to satisfy themselves of his solidity ; but the 
holders of the notes are commonly persons who have taken 
them upon the general confidence, and are, in a larger propor- 
tion of instances, so situated as not to have had the clear option 
of taking or refusing the notes. The small farmers and trades- 
men of a neighbourhood would be seriously injured in their 
business if they demurred at taking the country notes in pay- 
ment, when there was no special or ostensible ground for dis- 
credit attaching to the banker ; accordingly, for practical pur- 
poses, they are taken as currently as if they were a legal tender. 
The case is very different with bills of exchange, inasmuch as 
the credit of the several signatures upon them enters distinctly 
as a consideration with the persons receiving them in payment. 
It is of the very essence of the object of convenience proposed 
by a circulation of paper money, that it should carry an indu- 
bitable certificate of its value on the face of it, (barjring only the 
risk of forgery, to which all paper circulation is subject,) so as 
that no doubt or hesitation should arise on its passing from 
hand to hand in current payments. 
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of the country, from well-regulated and well-con- 
ducted banking institutions. The whole purport 
of my observations has been, to convey the strong 
impression which I feel, that whenever any bank 
or banks, professing to have in view to promote 
the agriculture, or the manufactures, or the trade 
of their neighbourhood or of the country, make 
advances to a larger amount, or on more slender 
or less convertible securities, tnan may be com- 
patible with the claims of their depositors and the 
holders of their notes to constant payment on de- 
mand, they are chargeable with a departure from 
the plain path of their duty. There is liability 
enough to failure without superadding so gra- 
tuitous a risk. 

I do not mean to say that banks may not be 
established for purposes of local or public utility, 
distinct from any immediate consideration of pro- 
fit to the subscribers, or of convenience and per- 
fect security to the depositors ; but then it should 
be with the distinct understanding and consent 
of the depositors as well as of the subscribers, that 
such is intended to be the destination of the funds. 
Banks, however, professing to have such objects 
in view, with the knowledge and consent of their 
depositors, are institutions totally different from 
those to which questions concerning the state of 
the circulation apply, and to which alone my re- 
marks have been directed. 

In the concluding chapter of Mr. Loyd's work, 
when treating “ On the consequences which 
“ depend on a good or bad management of the 
“ circulation,” the author observes, “ Doubts 
“ have been raised as to the effect which any degree 
“ of mismanagement of a paper currency , so long 
“ as it is convertible, and the issuers of it continue 
** solvent, can produce, either in creating, inien- 
“ sifying, or prolonging the evils qf commercial 
“ oscillations. Whilst some parties attribute the 
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“ fluctuations of trade, and the not unfrequent re- 
“ currence of mercantile and commercial difficulty, 

“ almost exclusively to mismanagement of the 
“ currency, other persons have taken a very diffe- 
“ rent view of the subject. Fluctuations in trade, 
** they contend, are necessarily connected with the 
“ very existence of commerce ; variations in the 
“ relation of supply and demand arise out, of 
“ natural circumstances, and will produce alterna- 
“ tions of prosperity and depression, "whatever be 
“ the circulating medium, and in "whatever manner 
“ regulated. The case would not be different were 
“ the circulation wholly metallic. Speculation, 
“ according to their views, originates in causes 
“ unconnected with the state of the currency ; and 
“ although an undue amount of issue may aggra- 
“ vate the evil where it exists, yet prices are but 
“ indirectly and distantly connected with varia- 
«' tions in the amount of the currency, whilst other 
“ causes affect them more immediately and more 
“ powerfully.” 

To this passage is appended a note which con- 
tains extracts from the former volumes of this 
work, and should seem to lead to the inference that 
Mr. Loyd refers to me as entertaining the opinions 
conveyed in the parts of the above quotation which 
I have marked with italics. If so, I must protest 
against the supposition that the parts of the fore- 
going passage so marked afford a correct repre- 
sentation of my views ; they differ widely from any 
thing that I have stated, or intended to state. The 
opinions which I have delivered on the subject of 
prices, and fluctuations in the state of trade and of 
credit, in connection with the currency, have been 
deduced from views purely historical, and have 
proceeded entirely on a minute investigation of the 
circumstances attending the principal variations 
which actually occurred. 

In no instance have I advanced any general - 
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proposition, so extreme and unqualified as “ that 
“ no mismanagement of the currency could create, 
“ intensify, or prolong the evils of commercial 
** oscillations.” I have merely endeavoured to show 
that, managed as the currency has been , although 
an undue amount of issue may have aggravated 
the evil when it existed, yet prices, and the state 
of trade, have been, “ so long as the paper has 
“ been convertible, and the issuers of it solvent, 
“ indirectly only and distantly connected with 
" variations in the amount of the currency, whilst 
“ other causes have affected them more imme- 
“ diately and powerfully.” It is distinctly stated 
in the account which I have before given * of the 
great disturbance of the state of markets for com- 
modities in 1825, that, although originating in 
other causes which would have operated to a great 
extent under a purely metallic variation, the 
management of the paper circulation at that time, 
more especially as being attended with the insol- 
vency of so many of the issuers, and thus deranging 
commercial credit, was calculated to aggravate the 
operation of those causes; while, on the other 
hand, reasons have been adduced! for the infer- 
ence, that the tendency to commercial oscillations 
between 1827 and 1832 was mitigated by the 
management which then prevailed, compared with 
what it would have been under a circulation vary- 
ing strictly with the variations in the amount of 
bullion. 

I have nowhere maintained, nor intended to 
convey, the opinion, that it is not in the power of 
the Bank of England, in any supposable case, to 
exercise a direct influence upon the prices of com- 
modities. The extent of my meaning is, that it 
could only do so by a violent operation wholly 
inconsistent with its professed rules and its ordi- 
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nary practice. That by extraordinary measures, 
with that view, it might produce some effect, I 
am quite ready to admit. If, for instance, the 
Bank were to determine upon selling so large a 
portion of its securities, and so limiting its dis- 
counts as should, notwithstanding the counterac- 
tion of deposits, suddenly reduce the circulation 
by such an amount as should withdraw from the 
bankers a considerable portion of the bank notes 
destined for current payments, the fall in the 
value of securities would be very great ; and if, 
as is probable, such extreme pressure were attended 
with commercial discredit, the markets for com- 
modities would be affected, but principally, if not 
exclusively, those which were connected with the 
branches of trade to which the discredit attached, 
and more especially if the articles happened to be 
at all in excess compared with the ordinary rate 
of consumption. But even in this extreme case 
the effect on prices would not be general ; there 
would be some markets for produce not at all 
affected ; such, for instance, as might be composed 
of articles the holders of which were mostly, if not 
wholly, independent of credit ; while those markets 
into which a large portion of credit extend might 
be greatly depressed. At the same time, if these 
were not over supplied, the effect would be prin- 
cipally felt in a great difference between the money 
and the credit price. 

To the extent, then, of the proposition, that the 
Bank of England has the power, by a very violent 
and unusual contraction of the circulation, to pro- 
duce a partial depression of the prices of com- 
modities, it may be admitted that there is a 
connection between the Bank of England issues 
and prices. But it is only in a highly improbable, 
because an extreme, case, that the Bank can be 
considered as having the power of producing such 
a depressing effect, which would of course be only 
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temporary, because under such violence of pressure 
the exchanges would be so influenced as to cause 
a rapid influx of bullion, and through that medium 
there would be a re-issue of money, either in Bank 
notes or coin. 

With regard to the power of the Bank to elevate 
the markets for produce, the only conceivable 
mode of producing such an effect would suppose 
a resort to means still more improbable. It has 
already been seen that any forced operation of the 
Bank in an increased issue of Bank notes on secu- 
rities would not necessarily or even probably enter 
into the markets for commodities, nor consequently* 
affect the prices of produce. But if the directors 
of ine Bank of England, taking up the opinion 
that any commodity or number of commodities 
were too low in price, such being also the opinion 
of the holders, were, under the pretence of 
benefiting commerce, to make direct advances on 
such commodities, they might (as the United 
States Bank and other American banks did) cause 
a temporary undue elevation of prices ; the cir- 
culation would then prove redundant, the ex- 
changes would fall, and bullion would go out till 
the level should be restored. But these, although 
possible and imaginable cases, are not within 
reasonable probability, nor, therefore, practically 
applicable to the solution of questions relating to 
prices, as they have been, or are likely to be, under 
a regulation of the paper such as has prevailed 
under the management of the Bank of England. 

I have the satisfaction, however, to find, that, 
whatever may have been Mr. Loyd’s misappre- 
hension of my opinions (if the passage which I, 
have quoted had any reference to them), the views 
which I actually entertain, and have endeavoured 
to couvey, on tne connection between the currency 
and the state of prices and of trade, are in perfect 
accordance with the opinions which he has ex- 
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f tressed on the subject in a still more recent pub. 
ication. 

I allude to the following passage, contained in 
a letter addressed by Mr. Loyd to J. B. Smith, 
Esq., President of the Manchester Chamber of 
Commerce, on occasion of the report of the direc- 
tors of that body On the effects of the admi- 
“ nistratiori of the Bank of England upon the 
“ commercial and manufacturing interests of the 
“ country in which report it is stated, that the 
alternations of excitement and depression in trade, 
since 1835, and especially the events of this cha- 
racter which have occurred in 1838 and 1839, are 
to be attributed entirely to mismanagement of the 
circulation. 

On this charge Mr. Loyd observes, “ Fluctu- 
“ ations in the amount of the currency are seldom, 
“ if ever, the original and exciting cause of fluc- 
“ tuations in prices, and in the state of' trade. 
“ The buoyant and sanguine character of the 
“ human mind ; miscalculations as to the relative 
“ extent of supply and demand ; fluctuations of 
“ the seasons ; changes of taste and fashion ; legis- 
“ lative enactments and political events ; excite- 
“ ment or depression in the condition of other 
“ countries connected with us by active trading 
“ intercourse ; an endless variety of casualties, 
“ acting upon those sympathies by which masses 
“ of men are often urged into a state of excite- 
“ ment or depression ; these, all or some of them, 
“ are generally the original exciting causes of 
“ those variations in the state of trade to which 
“ the report refers. The management of the cur- 
“ rency is a subordinate agent ; it seldom origi- 
“ nates, but it may, and often does, exert a co«- 
“ siderable influence in restraining or augmenting 
“ the violence of commercial oscillations.” 

It is impossible to convey, in language more 
clear and appropriate, the sum and. 'substance of 



270 


ON PROPOSED ALTERATIONS 


the conclusions which it has been the object of 
the statements and reasonings in the present and 
preceding volumes of this work to establish, on 
the question of the influence of the currency in 
its convertible state. 

Tlie letter of Mr. Loyd, from which I have 
made the foregoing extract, has called forth a 
reply from Mr. J. B. Smith, the President of the 
Manchester Chamber of Commerce. Mr. Smith, 
proceeding upon the doctrine that the variations in 
the liabilities of the Bank are identical with varia- 
tions in the amount of the circulation, and that 
these, being attended with corresponding variations 
in the rate of interest, constitute expansions and 
contractions of the currency, after quoting the 
passage of Mr. Loyd’s letter of which I have 
given an extract, asks, “ What is meant by the 
“ management of the currency? Is it the putting 
“ out large quantities of paper money at one time, 
“ and suddenly taking it in at another, according to 
“ the practice of the Bank of England ? And can 
“ it be meant that such expansions and contractions 
“ of the currency * are seldom, if ever, the exciting 
“ ‘causes of fluctuation in prices and in the state 
“ ‘ of trade?* If so, why complain of the excessive 
“ issues of the country bank$? It cannot be more 
“ dangerous for them to put out large issues of 
“ paper money than for the Bank of England to 
“ do so. Your letter says, « a reduction of circu- 
“ ‘ lation must at all times tend to check the 
“‘facility of credit, and to lower prices.’ Must 
“ not then an expansion of the circulation at all 
“ times tend to increase the facility of credit, and 
“ to raise prices ? How then shall we reconcile 
“ this with the statement that ‘ fluctuations in- the 
“ ‘ amount of the currency are seldom, if ever, 
“ ‘ the original and exciting cause of fluctuations 
“ * in prices ?’ ” 

I am induced, at the risk of wearying my readers, 
7 



IN THE SYSTEM OF BANKING. 271 

to notice this passage of Mr. Smith’s letter, as it 
affords me the opportunity of supplying an expla- 
nation of one or two points which it escaped me to 
remark upon in the earlier part of my argument. 

Mr. Loyd has, in my opinion, not entirely 
guarded himself against the appearance, at least, 
of inconsistency, in laying the stress he has done 
upon the country bank issues as affecting the 
value of the currency. But I would more espe- 
cially remark upon that part of his letter quoted 
by Mr. Smith, namely, where Mr. Loyd says, “ a 
“ reduction of circulation must at all times tend to 
“ check the facility of credit, and to lower prices.” 
Mr. Smith’s question here applies, “ Must not 
“ then an expansion of the circulation at all times 
“ tend to increase the facility of credit, and to 
“ raise prices ?” But the question which I should 
ask of both is, what they mean by facility of cre- 
dit? If by facility of credit be meant an absence 
of discredit, or distrust, and the power of negociat- 
ing good securities at the current rate of interest, 
it is not clear why a reduction of the circulation 
must at all times check such facility. Granting, 
however, that such must be the effect at all times, 
we have seen recently that a very decided check 
to facility of credit did not lower prices. , Between, 
however, a mere check to facility of credit (by 
which is only meant a rise in the rate of discount), 
and a state of commercial discredit, the difference 
is very great ; and if Mr. Loyd’s remark had been, 
that a forcible reduction of the circulation, such as 
to cause a derangement of commercial credit, was 
calculated to lower prices, the correctness of the 
remark might be admitted. It is, however, to the 
converse of the proposition that I would particu- 
larly draw attention. It is asked, whether, an ex- 
pansion of the circulation must not at all times 
tend to increase the facility of credit, and to' raise 
prices. The answer would be, that there can be 
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no increase of facility of credit beyond the most 
complete facility , such as described by Mr. Gurney, 
in 1833, when any amount of money might be 
obtained, for commercial purposes, at two and a 
half to three per cent., on good security. And in 
this sense of facility of credit there is no reason 
why an expansion of the circulation should in- 
crease the facility, or raise prices, any more than 
it would in 1833. 

But if by facility of credit be meant such 
abuses of banking as allow borrowers to obtain 
money on insufficient security , there can be no 
doubt that a facility of that kind, if there happen 
to be any inducement in the state of markets to 
speculation, will tend to raise prices. It is a 
facility of credit of this kind, favoured by limited 
responsibility of the American banks, that has 
operated on prices of the different objects to which 
the abuses of banking and credit in the United 
States have been directed. The propositions thus 
stated would then merely amount to this ; namely, 
that a forcible reduction of the circulation, entail- 
ing derangement of commercial credit, tends to 
reduce prices ; and that the abuses of banking, in 
making advances on insufficient security, when 
motives for speculation in commodities exist, tend 
to raise prices ; and I am not aware that I have in 
any instance called in question the truth of pro- 
positions so qualified. The more immediate pur- 

f »ose, however, of my reference to Mr. Smith’s, 
etter is, to remark upon his explanation, intro- 
duced in a note to the passage which I have quoted 
from his letter, of the manner in which an increase 
of the Bank of England issues is supposed to ope- 
rate necessarily in raising prices. The note in 
question is as follows : — 

“ Supposing the Bank of England to have a certain 
M amount of paper in circulation against a certain quantity 
“ of commodities of all kinds in the market, at a given 
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“ period ; then supposing that the Bank increased its 
“ issues by a million, in a loan to the Government, or in 
M any other way, the quantity of commodities remaining 
“ the same ; it is quite evident that the natural tendency of 
“ such an operation would be, to raise the money value of 
“ commodities. Either the price of the commodities must 
“ rise, or the money must remain without employment.* 
“ If the money remained for a time without employment, 
“ the necessary effect would be, a reduction of the rate of 
“ interest, and so a rise in the price of commodities would 
“ be produced. This truth is so self-evident, and so con- 
“ sistent with all»experience, that it scarcely needs illustra- 
“ tion, and it is in perfect harmony witli the views expressed 
“ by Mr. Loyd, in his pamphlet in 1837 : — ‘ If the cur- 
“ * rency be in excess, prices of all articles are affected in a 
“ * corresponding degree ; hence the balance of trade is dis- 
“ ‘ turbed ; the exchanges are consequently affected, and 
“ * a tendency is produced to export gold.’ ” * 

Here is the very case supposed, in the evidence 
which I have quoted at page 156 of Mr. Gurney, 
only that the sum assumed is one million, instead 
of five millions. 

Mr. Smith says, “ Either the prices of commo- 
“ dities must rise, or the money must remain witli- 
“ out employment. If the money remained for a 
“ time without employment, the necessary effect 
“ would be, a reduction of the rate of interest, 
“ and so a rise in the price of commodities would be 
“produced” That an additional issue by the 
Bank of a million or of five millions, on securities, 
would, caeteris paribus, reduce the market rate of 
interest, may be granted ; but it is not self-evident, 
or consistent with experience , that prices of com- 
modities would therefore necessarily rise. The 
persons who obtained such an increased price for 
their securities as induced them to sell would, 
doubtless, upon receiving the money, seek some 


• “ Further Reflections, &c., by Samuel Jones LoycL” 
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other investment for it. There might not be, nor 
would it be likely that there should be, any thing 
in the state of supply and demand in the markets 
for commodities, to induce persons, not habitually 
in them, nor so disposed, to speculate in goods ; 
while the probability is, and such has been the 
course of experience, that, as by the supposition 
the market rate of interest in this country would, 
by such an operation of the Bank, be depressed 
below its ordinary rate relatively to other countries, 
there would be every inducement to the indivi- 
duals who thus had their capitals disengaged to 
seek investment in securities abroad, whether 
public or private; as there would not, by the 
operation of the Bank, be necessarily any addi- 
tional inducement to export commodities, the 
capitals to be transmitted abroad for such invest- 
ments would be remitted in bullion ; the effect, 
therefore, of the issue of the million or five millions 
of bank notes by the Bank might merely be their 
return upon the Bank for bullion to be exported. 
This was, in point of fact, the process in 1834, 
when the Bank increased its securities by between 
three and four millions, and reduced its treasure 
by the same amount ; while the markets for com- 
modities, although the rate of .interest was low, 
and the facility of credit complete, were in the 
most quiescent state possible, and the corn markets 
falling. 

Mr. Smith’s note gives considerable insight into 
the foundation of the currency theory. He sup- 
poses the Bank of England to have a certain 
amount of bank notes in circulation, against a cer- 
tain quantity of commodities of all kinds, at a* 
given period, and then, commodities remaining 
the same, the price is concluded to vary with the 
bank notes. This is the familiar notion which 
prevails to a surprising extent ; surprising, because 
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a slight consideration will show how little neces. 
sary connexion there is between these two sup- 
posed necessarily related quantities. 

The rationale of the matter, as appears to me, is 
this-: — Prices are the result of a certain ratio be- 
tween the quantity of money entering into the 
markets for commodities, and the quantity of com- 
modities offering for sale on the other; but the 
money, or that which performs the office of money, 
that enters into the produce or wholesale markets, 
consists in a very small, I believe an infinitely 
small, proportion of bank notes. Nine tenths, or, 
more probably, ninety-nine hundredths, of the 
purchases and sales of the wholesale markets, are 
transacted through the medium of book debts, or 
simple credit, and cheques on bankers. It is the 
balances only of these transactions that require the 
intervention of bank notes ; and it depends partly 
upon the proportion of buyers and sellers, who 
keep accounts with the same banker, whether any, 
beyond the smallest possible amount of bank 
notes, is employed for the final adjustment of the 
largest wholesale transactions in the markets for 
commodities. The clearing house in London is a 
familiar instance of the enormous amount of trans- 
actions, many millions, adjusted by a few hundred 
thousand pounds of bank notes. 

A process similar in principle, although perhaps 
with not quite so small a proportion of bank notes, 
whether private or Bank of England, takes place, 
I believe, in most of the principal provincial towns. 
In the wholesale markets for provisions, among 
farmers, and millers, and cattle dealers, there may 
be a larger use of bank notes ; and it is this cir- 
cumstance, I presume, which renders the variations 
of the country circulation so dependent upon the 
prices of corn and cattle. But with that .excep- 
tion it will be found, I imagine, that tjie principal 
uses of bank notes, beyond the amourit which the 
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bankers reserve for possible demands over the 
counter, are for the payment of rents, dividends, 
salaries, and wages, and for payments by the 
smaller class of tradesmen, who do not keep cash 
with a banker. The smaller notes only, in all 
probability, circulate along with coin, as the me- 
dium of purchases for immediate consumption. 

And here we come to the ultimate regulating 
principle of money prices. 

It is the quantity of money constituting the 
revenues of the different orders of the state, under 
the head of rents, profits, salaries, and wages, 
destined for current expenditure, according to the 
wants and habits of the several classes, that alone 
forms the limiting principle of the aggregate of 
money prices , — the only prices that can properly 
come under the designation of general prices. As 
the cost of production is the limiting principle of 
supply, so the aggregate of money incomes devoted 
to expenditure for consumption is the limiting- 
principle of demand for commodities. 

A view to those simple and constantly operative 
principles, instead of the doctrine of the effects of 
expansions and contractions of the quantity of 
paper money issued by the bank, will serve to 
throw a steady light upon the circumstances de- 
termining the general state of trade and of prices. 
By the aid of those principles there can be no 
difficulty in accounting for some of the pheno- 
mena of the present period. 

The resistance, so unaccountable, according to 
the currency theory, of the markets for produce, 
to the reduction of the amount of bank notes,,, 
and to the rise in the rate of interest, is easily* 
explained. The trade had been, when the pressure 
on the money market commenced, in a perfectly 
sound state ; and by a sound state is meant, that 
the importers and holders were trading strictly 
with a full proportion of capital, and requiring 
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only so much of credit * at the utmost as would be 
available under any circumstances of the money 
market short of total derangement of it. The 
prices at which the goods were imported or pro- 
duced, and held, were such as did not admit of 
their being replaced at a lower cost of production ; 
and the supplies were mostly rather below than 
above the estimated rate of consumption. 

On the other hand, the dull demand, and, in 
many instances, the reduced prices, and generally 
the bad trade, so much complained of, for manu- 
factured goods, and the distressed state of the 
population, may be accounted for by two or three 
prominent causes, one or more of which would in 
each case account for the depression. In some 
articles there had been an excess of manufac- 
turing power applied, in consequence (partly, per- 
haps, by banking accommodation,) of the erection- 
of new mills, in anticipation of continued increas- 
ing demand. Ami while there has been some 
excess, perhaps, from this cause, in the stock of 


* As book credits and bills of exchange are the medium 
through which a considerable portion of the purchase of com- 
modities are effected, constituting prices computed in money, as 
completely as those which are made by the intervention of hank 
notes or coin, the greater or less degree of credit that enters at 
different periods into the markets for commodities will naturally 
operate as a ‘temporary or disturbing cause in those markets. 
Ihit credit in this sense is not confined to banking advances or 
discounts, and it has only been w ith reference to banking, and 
fco paper money issuing from banks, that my remarks oil the 
passage quoted from Mr. Loyd and Mr, Smith, as to the effects 
cm prices of the greater or less facility of credit, were made. If 
the facility of credit as from producers, w hether manufacturers 
or farmers, or from importers and merchants, to dealers, anti 
from tin ni to shopkeepeis, be, as in periods of confidence it is 
opt to be, carried to an undue extent, prices may be inflated, 
tuid a cessation of the excess of confidence, terminating in dis- 
trust, will cause a collapse. An extension of the issues of bank 
notes, and :i subsequent contraction, have been commonly tin 
consequences, and not the causes, of occasional ugduc expansion 
alternating w ith collapse of credit. 
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manufactured goods, there are obvious causes of 
temporarily diminished consumption. The most 
striking, the most extensive, and the most dis- 
tressing, is that which has been noticed in the first 
chapter of this work, namely, the reduced earnings 
of the manufacturing population, and the large 
proportion of those reduced money earnings which 
must go to the purchase of food at comparatively 
high prices. This cause, in its ramifications, will 
apply also to the power of expenditure of some of 
the classes immediately above the poorest. The 
disturbed state of our trade with America, and 
with China, will of course account, among other 
causes, for the reduced demand for some of our 
manufactures, and the consequent diminished em- 
ployment of the workmen. There is also a cause, 
of minor importance, however, which affects the 
power of expenditure of persons in the middling 
walks of life. I mean the very large amount of 
capital which is absorbed, and wholly unproduc- 
tive of immediate income (whether permanently 
so is another question), in railway and other joint 
stock concerns, but chiefly the former, in which 
the sums invested, and for the present yielding no 
net returns, are computed to amount to many 
millions. The absence of all income from such 
an outlay might not, in ordinary times, have a 
sensible influence on the general scale of expen- 
diture in consumable commodities, and it might 
be, in a prosperous period, more tban compen- 
sated by the savings of those same and other 
classes j but in the present instance it may be 
mentioned as being possibly among the minor 
aggravating causes of the present depression. 

The subject, however, of the circumstances at 
present in operation upon the rate of consump- 
tion, is too large to admit of being fully entered 
upon in a discussion to which it is only incidental. 
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I will here, therefore, conclude with the expression 
of my strong conviction, that the more the question 
of the connection between the prices of com- 
modities and the state of the circulation, in its 
convertible state, is gone into, the more surely will 
be the result in the negative of any direct influ- 
ence of the issues of bank notes, under the regu- 
lation of them which now prevails, as an operative 
cause of the fluctuation of prices. 

At the moment of my being about to close the 
present work, my friend Mr. Pennington has com- 
municated to me a paper which he had drawn up, 
in illustration of the mode in which a separation, 
such as has been proposed, of the banking from 
the issuing department, would have worked, if it 
had been in operation at certain periods between 
January 1834 and July 1839. As it relates to 
one of the most important points in the discus- 
sions now on foot relative to the currency, and as 
it is one on which Mr. Pennington’s peculiarly 
scientific manner of treating it is calculated to 
throw considerable light, I am persuaded that I 
am doing an acceptable service in bringing it 
under the notice of my readers, and I therefore 
avail myself of his permission here to insert it. 


PAPER communicated by Mr. Pennington. 

“ The rule adopted for the guidance of the 
“ Hank of England in the management and 
“ regulation of its liabilities, as explained by 
“ Mr. Horsley Palmer and Mr. Norman, in their 
“ evidence before the Parliamentary Committee 
“of 1832, is now supposed to be insufficient for 
“ the attainment of the object proposed by it. 
“ It is considered that a strict and inflexible 
“application of it to the joint liabilities of notes 
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“ and deposits would render it frequently in- 
“ effectual, and sometimes; injurious; that although 
“ the deposits at the Bank, and its outstanding 
“ notes, are alike payable in specie on demand, 
“ yet. only the latter affect the rate of interest and 
“ the foreign exchange, and that a demand for 
“ gold for exportation or for domestic purposes, 
“ or an influx of gold, in consequence of a favour- 
“ able foreign exchange, may act only on the 
“ deposits, without lessening or increasing the 
“ amount of notes in circulation. 

“ In order to confine the rule to the promis- 
“ sory notes of the Ban k, or, as they are usually 
“ termed, its circulation , it has been proposed that 
“ the business of the Bank shall be separated into 
“ two distinct departments, one to be called the 
“ circulation department, the other the deposit 
“department; that the circulating department. 
“ shall hold a fixed and unvarying amount of 
“ securities, and that its functions shall be con- 
“ fined solely to the exchange of gold for notes, 
“ and of notes for gold ; and that the deposit 
“ department shall manage the funds intrusted to 
“ it on the ordinary principles which are ob- 
“ served by the London bankers, and indepen- 
“ dently of the promissory note department. 

“ It may be worth while to inquire, what 
“ would be the probable operation of such a plan. 

“ In carrying it into execution, I apprehend, 
“ it would be proper, in the first instance, to 
“ assign to the deposit department such a pro- 
“ portion of the securities, and of the bullion, 
“ in possession of the Bank, as would, together, 
“ be equal to the amount of the deposits. Thus, 
“ if the Bank held eighteen millions of securities, 
“ and nine millions of bullion, against eighteen 
“ millions of outstanding notes, and nine millions 
“ of deposits, it would probably be deemed expc- 
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“ dient to assign to the deposit department six 
“ millions of securities, and three millions of bul- 
‘‘ lion, and to retain in the circulating department 
“ six millions of bullion, and twelve millions of 
“ securities. 

“ If such a separation were made, it is obvious, 
“ that as the exchange of gold for notes, or of 
“ notes for gold, between the two branches, would 
“ not affect the amount of bank paper in the 
“ hands of the public, and as such interchange 
“ might take place frequently, and to a great 
“ extent, the increase or diminution of out- 
“ standing notes would form no certain criterion 
“ of the amount of paper circulating out of 
“ doors, unless it were, at the same time, known 
“ what amount of notes was held by the depart* 
“ ment of deposit. 

“ Disregarding, for the present, any objection 
“ which it may be supposed would arise from 
“ this consideration, let us at once proceed to 
“ inquire what effect would be produced by a 
“ demand upon the Bank for bullion. 

“ The action and condition of the deposit de- 
“ partment vvill be more distinctly perceived, if 
“ we suppose that, under circumstances above 
“ stated, the whole of the three millions of bullion 
“ arc exchanged, on its first establishment, for 
*• three millions of notes. The position of the two 
“ departments would then be as follows: — 

“ Circulating Department. Deposit Department. 

“ Outstanding notes - £ 21, 000,00 ) Deposits - - .£*9,000,00' » 

“Securities - - £ 12,000,000 Securities - *- £ (>,000,00 * 

“ lJuiliim - - 9,000,000 Dank notes - 9,000,00 » 

“ This being the position of the two depart- 
“ ments, let us suppose that an adverse foreign 
“ exchange has created a demand upon the Ban!; 
“ for bullion for exportation. Nojv, such -a 



282 


PAPER COMMUNICATED 


“ demand for bullion may be satisfied, either by a 
" reduction of the notes in the hands of the 
“ public, or by a reduction of the deposits at the 
“ Bank. If the former, then the separation of 
“ the business of the Bank into two departments 
“ will have answered the purpose expected from 
“ it ; if the latter, then, in so far as relates to the 
“ increase or diminution of Bank notes in the 
“ hands of the public, by the action of the foreign 
“ exchange, no satisfactory result will have been 
“ produced. In the latter case, no advantage in 
“ the regulation of the circulation will have 
“ resulted from the separation. 

“ It may, perhaps, be said, that if the business 
“ of banking were separated from that of circula- 
“ tion, and conducted in the manner and upon the 
“ principles which are adopted by the private 
“ bankers of the metropolis, a diminution of de- 
“ posits would be immediately followed by the 
“ sale or realization of a corresponding amount 
“ of securities, and thus the amount of Bank notes, 
“ in the external circulation, would be reduced to 
“ an extent commensurate with the delivery of 
“ bullion. 

“ But such a sale or realization of securities, in 
“ similar circumstances, may be effected under the 
“ present system of management. Whether the 
“ existing system be continued, or the business of 
“ the Bank be separated into two departments, the 
“ sale or realization of securities must depend on 
“ the views and the discretion of the directors of 
“ the Bank. The only difference between the two 
“ cases is this ; that the counteracting effect occa- 
“ sioned by paying out bank notes to the depositors 
“ would be limited to three millions : upon the 
“ present system it may be carried to a much 
“ greater extent. 

“ It may be observed, moreover, that if the 
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“ demand for bullion for exportation should ex- 
“ ceed three millions, and if that demand should 
“ fall on the deposit department, that department 
“ would be reduced to the necessity, either of 
“ forcibly realizing a portion of its securities, or of 
“ stopping payment at a time when the circulating 
“ department was abundantly provided with specie. 

“ It may be desirable to apply the foregoing 
“ principles and observations to the actual position 
“ of the Bank, at certain periods, within the last 
“ four years. 

“ In January 1834 the liabilities and assets were 
“ as follow : 


“ Circulation - ^18,236,000 
“ Deposits - 13,101,000 

“ Rest - - 2,207,000 


£ 33, 54*4*, 000 


Securities - £ 23,596,000 
Bullion - 9,948,000 


33,544,000 


“ If, at that time, it had been determined to 
“ divide the business of the Bank into two depart- 
“ merits, it would probably have been deemed 
“ expedient to assign 12,000,000/. of the securities 
“ to the circulating department, as a fixed amount 
“ which was at no future time to be exceeded. 
“ The remaining securities would, of course, go to 
“ the banking department. The outstanding notes, 
“ amounting to 18,236,000/., would then have 
“ for their basis 12,000,000/. of securities, and 
“ G, 236, 000/. of bullion. But, as the deposit de- 
“ partment would probably prefer notes to gold, on 
“ account of the greater convenience of the former, 
“ the position of the two departments would have 
“ been as follows : 
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“ a formal separation and apportionment, precisely 
“ the same action upon the currency would result 
“ from the strict observance of the following 
“ rule ; namely, that the Bank shall not, upon any 
“ occasion, issue bank notes beyond a certain 
“ amount (that amount we have supposed to be 
“ 12,000,000/.)» except upon the deposit of bullion. 
“ If this rule had been adopted in January 1839, 
“ and afterwards rigidly adhered to, a great reduc- 
“ tion of the securities held by the Bank would 
“ have been necessary, in order to avoid a sus- 
“ pension of the payment of its deposits. It is 
“ probable, indeed, that such a reduction of the 
“ securities would have arrested the drain of trea- 
“ sure at an early period of the year. If, however, 
“ the drain had continued, notwithstanding the 
“ reduction, it would have been necessary, in July 
“ last, to have carried the reduction to the extent 
“ of three or four millions below the amount which 
“ the Bank actually held at that period. 

“ Whether a formal separation of the Bank into 
“ two departments take place, or the rule last 
“ mentioned be adopted, it may be expected that 
“ the public will be exposed to very great alterna- 
“ tions of comparative ease and difficulty in the 
“ operations of the money market. 

“ It may here be proper to observe, that the 
“ difference between the rule above mentioned 
“ and that explained by Mr. Horsley Palmer and 
“ Mr. Norman in their evidence, is this ; — that, 
“ while the former rule would preclude the Bank 
“ from issuing notes in the payment of deposits 
“ to a greater extent than is equal, in amount, to 

the difference between the amount of notes dt 
“ any time outstanding and 12,000,000/. plus the 
“ amount of bullion in possession of the Bank, the 
“ latter would allow the Bank to substitute notes 
“ for deposits to an unlimited extent. The former 
“ rule would be the same in its operation as a 

5 
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“ division of the Bank into two departments. The 
“ sole effect of the latter would be, the increase or 
“ diminution of the aggregate amount of the notes 
“ and deposits of the Bank with the increase or 
“ diminution of its bullion. 

“ There is one point connected with the pro- 
“ posed division of the Bank into two departments 
“ to which I have not adverted, but which it may 
** be material to notice. It has been suggested, that, 
“ in order to increase the disposable funds of the 
“ banking department, it would be desirable that 
“ a certain portion of the capital of the Bank, now 
“ lent to the state, should be made available for 
“ banking purposes. By this I apprehend it is 
“ meant, that a portion of the three per cent, stock 
“ in which the original capital of the Bank is 
“ invested shall be sold, and the proceeds of the 
“ sale invested in other securities, and in com- 
“ mercial loans and discounts, at the pleasure and 
“ discretion of the Bank. 

“ Of this suggestion it may be observed, that it 
“ is a proposal to withdraw a certain amount of 
“ funds from the use and employment of one 
“ class of persons, in order that it may be trans- 
“ ferred by the Bank to the use and employment 
“ of another class of persons. By this process no 
“ new funds would be created in the money 
“ market. The change would be merely the 
“ transfer of funds already existing from one kind 
“ of investment to another. The operation would 
“ be the same as that of an individual stockholder 
“ who sells his stock in order to employ the money 
“ arising from the sale in commercial discounts. 
“ The operation of the individual stockholder 
“ would, in its consequences, be comparatively 
“ of little importance ; but if five millions of the 
“ original capital of the Bank were sold, its has 
“ been proposed, and the proceeds of the sale 
“ mixed up with and employed in the same 
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“ manner as the deposits at the Bank, although 
“ no greater reserve of bank notes in the banking 
“ department, in consequence of this accession of 
“ funds, would be necessary, yet the varying em- 
“ ployment of funds of such magnitude, during 
“ alternate periods of commercial excitement and 
“ depression, might produce a prodigious effect 
** upon the general circulation. At one time the 
** additional fund might be employed in com- 
“ mercial loans and discounts ; at another time a 
“ great part of it might be withdrawn from the 
“ public, and held by the Bank, in bank notes and 
“ specie ; thus creating an alternate abundance 
“ and scarcity of money in the hands of the public, 
“ at the pleasure of the Bank.” 
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APPENDIX A. 

Some weeks having elapsed since the account of the state 
of the Corn Trade in 1838 and 1839, which is given in 
chapter i. of this volume, was written, I am induced to 
avail myself of the opportunity of inserting further and 
more recent information on the subject, contained in the 
following extract from a circular dated 29th January last, 
from Messrs. Joseph & Charles Sturge of Birmingham, 
whose permission I have to make this use of it. 

The estimate by Messrs. Sturge of the acreable pro- 
duce of wheat of the harvest of 1839, as being more 
deficient than that of 1838, is more unfavourable than 
that which I had been led to form ; but as their means of 
information are more extensive, and come down to a later 
period, the presumption is that their estimate may be 
nearer the truth than mine. While, therefore, there 
now exists a stronger presumption of the scantiness of 
the last crop of wheat, there are, from the continued 
extraordinary prevalence of extremely wet weather into 
this very advanced period of the winter (middle of Febru- 
ary) increasing grounds of apprehension for the produce 
of the next harvest. Under these circumstances the pre- 
sent high duty, arising from the inferiority of the quality 
and not from the sufficiency of the quantity, of the exist- 
ing slock in discouraging importation, furnishes a fresh 
commentary on the mischievous working of the present 
system. 


46 Birmingham , January 29. 1840. 

“ In presenting our annual circular to our friend?, the 
review of the Corn Trade for the past year, presents some 
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features of unusual interest. A second deficient harvest 
has rendered indispensable continued large foreign sup- 
plies of wheat ; and, notwithstanding duty has been 
paid for home consumption on 4,532,651 quarters of 
wheat and flour in fifteen months, between the 1st of 
September, 1838, and the 30th of November, 1839, it is 
supposed that the whole stock of free foreign in the 
United Kingdom on the 1st inst. did not exceed 550,000 
quarters, now considerably less, and of which about half 
was in London. Under the present system of Corn Laws, 
it is impossible that any considerable portion of the value 
of this import (large as it is) could be exchanged for 
British manufactures ; and the drain of specie for pay- 
ment, and consequent pressure on the money market, 
necessarily lessens the demand for labour, at the very 
time full employment and fair remuneration are most 
required by the high price of bread : the working classes 
are therefore compelled to use cheaper though less nu- 
tritious food ; while, under a system of free trade in corn, 
the exchange, as with other foreign produce, would gene- 
rally be in British manufactures, and the artizan would 
be in a great measure compensated for the increased price 
of food by a greater demand for labour. The average 
price of wheat has fluctuated from 6 Is. 10c?. to 81s. 4 d. 9 
and the duty from Is. to 20s. 8 rf., while the average duty 
paid on 4,532,651 quarters of wheat and flour during the 
same period* was under 3s. Id. per quarter. There is 
every reason to suppose the quantity of land planted with 
wheat in the autumn and winter of 1838, was greater than 
usual, but we believe the harvest of 1839 will prove even 
more deficient per acre than 1838. The export of this 
grain from Ireland has gradually decreased since 1832, 
from 552,7 0 quarters, imported that year, to 90,600 
quarters in 1839; and this season will probably amount 
to little more than the foreign they import, or which is 
transhipped from this country. The stocks of wheat in 
all the European shipping ports are light, and with tlje 
exception of the flour, which may be drawn from America, 
we consider it very doubtful if, under the most favourable 
circumstances for the encouragement of shipments, more 
than 1,200,000 to 1,500,000 quarters can be imported be- 
fore another harvest ; and not only the state of the money 
market, but the fact of the quantity of inferior English 
and Irish wheat keeping down the averages, and conse- 
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S iently causing the duties to be relatively high, as well as 
e drooping state of our markets, renders importers very 
cautious in making distant shipments to this country. 
Opinions of the future founded on the most accurate data 
within reach, so often prove erroneous by subsequent un- 
foreseen occurrences, that they should always be advanced 
with great caution, but we think there is at least consider- 
able probability that prices of wheat will range high till 
the harvest of 1842 ; but this will of course much depend 
on the seasons. If our estimate of the last year’s crop, of 
the stock of foreign wheat on hand, and of the import in the 
spring, be at all correct, we shall not have much wheat in 
the country when next harvest arrives ; and the present 
circumstances are very unpromising for a large crop this 
year, inasmuch as a greater breadth of land than usual 
sown with wheat in the autumn of 1838 would of course 
leave less to be thus appropriated in 1839 ; whilst the long 
continuance of almost unprecedently wet weather has 
rendered it impossible as yet to sow a considerable portion 
of land which was intended for that purpose, and much of 
what has been planted appears far from healthy : the 
deficiency, from these causes, can hardly be made up in 
the spring, and spring-sown wheat is more precarious than 
what is planted at the usual time. The successive failures 
of this crop in Ireland will rather discourage its growth 
there, which, with the increased consumption in that 
country, renders it very doubtful if any considerable im- 
port can be calculated upon from thence. When, also, we 
take into account that our population is estimated to in- 
crease at the rate of half a million annually, it seems very 
probable that we must have at least two productive crops, 
before any material reduction in price is likely to take place. 

“ Barley, as was anticipated, nas proved very inferior in 
quality, and a large portion of it is only fit for grinding 
purposes. 

“ Oats are grown but to a limited extent in this part of 
the country ; they have, however, proved on thrashing full 
an average crop in quantity, but light in quality ; and, 
judging from the large imports from Ireland, we think 
such must be the case there : yet, though the price and 
sale are at present much depressed, we expect they will 
not be so permanently, as the stock of old w r as completely 
exhausted; and we believe it will be found, as the season 
advances, that the demand will keep pace with«*the supply. 
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“ So small a portion of the last crop of beans has yet 
appeared at market (some few having only been secured 
since the commencement of the present month) that we 
are yet unable to speak definitively as to the yield ; scarcely 
any are in a fit state for consumption without kiln-drying. 

“ The crop of peas proved quite as deficient as we 
estimated it at the time of harvest. 

w Joseph & Charles Sturge.” 


The following Tables of Quantities and Prices of Corn 
are extracted from Messrs. St urge’s Circular. 


Account of the Foreign Corn, Meal, and Flour, imported into 
Great Britain and Ireland, in the Years 1827 to 1839. 


Year. 

Wheat. 

Barley. 

Oats. 

Flour. 


Qrs. 

Qrs. 

Qrs. 

Cwt. 

1827 

283,236 

208,117 

1,741,091 

94,348 

1828 

71 5,242 

168,673 

166,423 

151,038 

1829 

1,544,969 

281,752 

541,858 

461,895 

1830 

1,414,262 

131,715 

499,947 

560,249 

1831 

1,857,278 

369,024 

617,568 

1,627,742 

1832 

405,884 

101,147 

31,862 

224,068 

1833 

247,625 

85,221 

23,335 

170,092 

1834 

131,566 

87,187 

175,266 

149,554 

1835 

46,530 

68,455 

117,673 

84,684 

1836 

162,778 

81,631 

129,625 

279,602 

1837 

452,369 

91,911 

413,710 

346,325 

1838 

1,240,138 

2,439 

50,981 

439,910 

1839 

2,638,593 

581,086 

674,554 

793,660 
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Corn, Meal, and Flour imported, entered for Home Consump- 
tion, and paid Duty since 1823 inclusive, the first Year it 
was levied on Corn. 


Year. 

Quarters 

imported. 

Quarters for 
Home Con- 
sumption. 

Duty paid. 




£. 

s. 

d. 

1823 

53,866 

12,362 

10,310 

4 

3 

1824 

612,594 

677,195 

176,383 

15 

6 

1825 

1,060,837 

834,425 

304,919 

15 

5 

1826 

2,252,271 

2,098,944 

442,755 

14 

9 

1827 

2,622,283 

2,998,8 66 

792,934 

15 

8 

1828 

1,294,378 

1,237,494 

196,834 

0 

2 

1829 

2,694,432 

1,959,355 

907,320 

5 

5 

1830 

2,691,884 

2,649,348 

790,877 

0 

0 

1831 

3,570,569 

2,265,392 

547,809 

0 

0 

1832 

668,422 

475,680 

309,676 

0 

0 

1833 

481,506 

112,408 

36,252 

0 

0 

1834 

560,056 

236,902 

99,416 

0 

0 

1835 

321,206 

439,988 

201,673 

0 

0 

1836 

643,502 

408,217 

152,791 

4 

0 

1837 

1,325,930 

842,326 

580,200 

0 

0 

1838 

1,534,730 

1,960,475 

183,000 

0 

0 

1839 

4,591,099 

4,657,146 

*1,084,870 

0 

0 


* To 5th December, 


The average Duty paid on the 9,297,493 quarters of Foreign 
Wheat imported and entered for home consumption, since the 
present Corn Law came into operation up to the 5th December, 
1839, is under 5s. 5d. per quarter. 


A Comparative Statement of the Monthly Average Price of 
Corn, in the Years 1838 and 1839. 



Wheat. 

Barley. 

Oats. 



1 1838. 

1839. 

1838. 

1839. 

1838. 

1839. 



s. 

d. 

s. 

d . 

s. 

d. 

s. 

d. 

s. 

d. 

s. 

d. 

January 


53 

5 

79 

0 

28 

9 

40 

10 

20 

0 

26 

9 

February 


55 

3 

73 

7 

28 

10 

39 

5 

20 

2 

25 

4 

March 


56 

4 

72 

1 

29 

0 

38 

3 

20 

10 

24 

2 

April 


58 

10 

70 

1 

29 

10 

38 

9 

21 

8 

24 

8 

May 


61 

4 

70 

9 

30 

4 

39 

4 

22 

4 

25 

6 

June 


65 

0 

68 

8 

31 

2 

38 

8 

22 

8 

26 

10 

July 


68 

4 

68 

10 

31 

10 

38 

1 

22 

? 

27 

1 

August 


73 

8 

71 

8 

33 

11 

38 

1 

23 

10 

26 

8 

September 


64 

9 

70 

6 

32 

8 

39 

7 

23 

0 

.27 

4 

October 


65 

8 

67 

4! 

31 

3 

41 

0 

23 

6 

25 

9 

November 


72 

6 

66 

7 33 

6 

41 

3 

23 

7 

26 

0 

December 

- 

77 

7 

66 

n i 

36 

2 

40 

0 

25 

8 

25 

A 
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Corn and Flour entered for Home Consumption in 1833, 
1834, 1835, 1836, 1837, 1838, and 1839. 


Year. 

Wheat 

Barley. 

Oats. 

Flour. 

1833 

1834 

1835 

1836 

1837 

1838 

1839 

Qrs. 

60,990 

45,872 

16,336 

19,554 

232,793 

1,739,303 

2,519,873 

Qrs. 

1,207 

11,031 

136,868 

110,021 

47,475 

8,078 

590,149 

Qrs. 

9,753 

56,853 

175,907 

97,183 

333,932 

11,057 

864,619 

Cwt. 

75,450 

65,726 

44,165 

36,813 

40,187 

890,173 

665,023 


Prices of Grain in Foreign Parts, per Quarter, in 1838 and 1839. 
Mostly taken in December. 


Dantzic - 

Do. high mixed 

Leghorn - 

Rostock - 

Trieste 

Riga 

Hamburg 

Petersburg 

Genoa 

Archangel 

Naples 

Konigsberg 

Bordeaux 

Marseilles 

Nantes 

Lubec 

Odessa 

Stettin 

Sydney 

Baltimore 

New York 

Philadelphia 

Quebec 

Paris 

Kiel 

Taganrog 

Santander 


Wheat. 

1838 . 


8. 

d. 

8. 

d. 

56 

0 

60 

0 

66 

6 

70 

0 

40 

5 

64 

4 

50 

0 

54 

0 

48 

1 

58 

5 

45 

2 

47 

4 

57 

6 

66 

0 

44 

0 

47 

0 

42 

6 

58 

6 

36 

0 

38 

0 

38 

0 

48 

3 

55 

3 

64 

1 

56 

5 

62 

9 

42 

0 

53 

9 

56 

0 

59 

0 

53 

0 

56 

0 

35 

6 

42 

10 

53 

0 

55 

0 

56 

0 

68 

0 

55 

6 

63 

6 

62 

0 

66 

0 

54 

9 

62 

0 

68 

9 

79 

3 

54 

0 

57 

0 

53 

0 

56 

0 

25 

8 

38 

6 

64 

0 

68 

0 


Wheat. 

1839 . 


8. 

d. 

8. 

rf. 

44 

0 

50 

0 

51 

0 

55 

0 

42 

0 

54 

6 

47 

0 

49 

0 

39 

4 

44 

0 

44 

0 

47 

0 

41 

0 

54 

0 

39 

0 

46 

0 

43 

0 

46 

0 

S3 

0 

34 

6 

37 

6 

44 

6 

45 

0 

54 

0 

50 

0 

58 

0 

39 

6 

51 

0 

47 

0 

53 

0 

S3 

0 

37 

0 

48 

0 

50 

0 

160 

0 

170 

0 

37 

0 

41 

0, 

57 

9 

69 

0 

44 

0 

49 

0 

25 

0 

S3 

0 

46 

0 

55 

0 
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Average Price of Grain per Quarter in England and Wales, for 
Nineteen Years ending 1839 . 


Year. 

Wheat. 

Barley. 

Oats. 

Beans. 

Peas. 


s. 

d. 

6. 

d. 

8. 

d. 

8. 

d. 

8 . 

d. 

1821 

56 

2 

26 

0 

19 

6 

30 

11 

32 

9 

1822 

44 

7 

21 

11 

18 

2 

24 

6 

26 

5 

1823 

53 

5 

31 

7 

22 

11 

33 

1 

35 

0 

1824 

64 

0 

36 

5 

24- 

10 

40 

10 

40 

8 

1825 

68 

7 

40 

1 

25 

8 

42 

10 

45 

5 

1826 

58 

9 

34 

5 

26 

9 

44 

3 

47 

8 

1827 

56 

9 

36 

6 

27 

4 

47 

7 

47 

7 

1828 

60 

5 

32 

10 

22 

6 

38 

4 

40 

6 

1829 

66 

3 

32 

6 

22 

9 

36 

8 

36 

8 

1830 

64 

3 

32 

7 

24 

5 

36 

1 

39 

2 

1831 

66 

4 

38 

0 

25 

4 

39 

10 

41 

11 

1832 

58 

8 

33 

1 

20 

5 

36 

5 

37 

0 

1833 

52 

11 

27 

6 

18 

5 

35 

1 

37 

0 

1834 

46 

2 

29 

0 

20 

11 

36 

i 

33 

0 

1835 

39 

4 

29 

11 

22 

0 

30 

0 

30 

0 

1836 

48 

9 

33 

2 

23 

1 

38 

4 

37 

3 

1837 

55 

10 

30 

4 

23 

1 

38 

7 

37 

9 

1838 

64 

4 

31 

5 

22 

5 

37 

4 

36 

8 

1839 


6 

89 

1 

26 

6 

41 

3 

41 

1 
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APPENDIX B. 

Prices of such of the principal and most bulky Articles of Merchandise 
as would, when viewed collectively, show the general State of Prices of 
all Commodities. From the “ Circular to Bankers.” 


(d. p. means duty paid , bd. means in bond.) 


Ashes, - bd. 

- bd. 
Coffee, . bd. 


Corr.Wood, d. p 
Cotton, 


Linskbd, 

Mahogany, 


Rum, - bd. 

— bd. 
Saltpetrb, bd. 


_ d.p. 

Tallow, 

Tea7 • - 

Tobacco, bd. 

- bd. 
Timbbb, . - 


United States pearl 

Russia ... 

Jamaica (fine) 

— (ordinary) 

Berbice (fine) 

Ceylon - - 

French ... 

Upland 

Surats ... 

, Riga, P.T.R. 

. Riga Rhine - 

Petersburg (clean) 

Buenos Ayres (1st and 2d) 
fine and good purply violet 
middling ditto 

(English) in bars (in London) 
pig ditto 

Swedish - 

Archangel ... 

in pigs 

foreign Spanish 
Baltic (qr.) 

Honduras (foot) • 

St. Domingo 

Whale ... 

Southern Fishery (pale) 

Gallipoli 

Jamaica (10 to 20 O.P.) 

Demerara (3 to 20 0. P. ) 
rough (cwt.) 

British refined 

Italian (Piedmont, white, per lb.) 
Modina(raw) 

Brutia (Turkey) 

Bengal Novi 
Jamaica (fine, per cwt.) 

Mauritius (brown) 

, East India (Bengal, yellow) 

Petersburg ( Y. C. cwt.) 

Delivery to the end of year 
Bohea ( Canton, per lb.) 

Kentucky and Carolina 
Virginia (ordinary) 

Quebec oak (load) 

— pine (red) 

Riga fir 

Dantzic and Memel 
Germany Electoral, per lb. 

— lower qualities 

Australian and v. D. Land, 1st combing 

- - 2d - 

- - 3d - 
English— N. k S. Down Hoggits 

— Kent combing fleeces 
— . The long woolof Lincoln, Leices 

ter, Warwick, from the grower 


December. 

1838. 

December. 

1839. 


£ 8. 

d. £ 8. 

d. £ 8. 

d. £ 8. 

d. 

0 0 

0 to 0 0 

0 0 0 

0 to 0 0 

0 

I 5 

0 — 1 6 

0 0 0 

0 — 00 

0 

5 12 

0 - 6 18 

0 6 4 

0 - 7 14 

0 

4 3 

0 — 4 16 

0 4 2 

0 - 4 18 

0 

5 11 

0-62 

0 5 18 

0-7 0 

0 

4 17 

0 — 53 

0 5 1 

0 — 5 8 

0 

4 10 

0-5 0 

0 4 10 

0-5 0 

0 

0 0 

6-0 0 

9 0 0 

64 — 0 0 

8 

0 0 

41 — 0 0 

6 0 0 

4l — 0 0 

61 

46 0 

0-48 0 

0 45 0 

0-50 0 

0 

45 0 

0 — 47 0 

0 37 0 

0-39 0 

0 

45 0 

0 -45 10 

0 37 0 

0 -37 10 

0 

0 0 

5 — 0 0 10 0 0 

5 — 00 

9 

0 7 

6 - 0 7 10 0 9 

2-0 9 

6 

0 7 

0-0 7 

5 0 8 

8-0 9 

1 

10 0 

0-0 0 

0 9 15 

0-10 0 

0 

6 0 

0-0 0 

0 B 10 

0-0 0 

0 

13 0 

0 -13 10 

0 13 10 

0 -10 0 

0 

12 0 

0-12 5 

0 1 0 0 

0-00 

0 

19 5 

0-20 0 

0 17 10 

0 — J7 15 

0 

18 5 

0 -18 10 

0 17 5 

0-0 0 

0 

2 2 

0-2 8 

0 1 18 

0-2 6 

0 

0 0 

6*- 0 1 

3 0 0 

8-0 1 

4 

0 1 

0-0 2 

6 0 1 

0-0 2 

2 

32 10 

0-0 0 

0 0 0 

0-0 0 

0 

26 0 

0 -29 0 

0 24 0 

0-26 0 

0 

55 0 

0 -56 0 

0 59 0 

0-61 0 

0 

0 4 

1-04 

5 ; 0 0 

0-0 0 

0 

0 3 

6-04 

3 ! 0 3 

4 — 0 4 

2 

1 5 

6-1 7 

6 113 

6-1 7 

0 

1 11 

6 - 1 12 

0 18 

0—18 

6 

1 16 

0-2 6 

0 i 115 

0-23 

0 

0 19 

0-10 

0 0 19 

0-10 

0 

0 15 

9-0 16 

0 , 0 16 

6 - 0 17 

0 

0 14 

0-12 

0 0 14 

0-12 

0 

3 4 

0-38 

0 3 6 

0-3 8 

0 

2 2 

0 - 2 13 

6 2 13 

0 - 2 19 

0 

2 14 

0-3 4 

6 2 19 

0-3 6 

6 

2 19 

0 - 2 19 

3 2 9 

0-0 0 

0 

2 19 

3-0 0 

0 2 9 

0-0 0 

0 

, 0 0 

9-0 0 11 | 0 2 

2-0 0 

0 

0 0 

5-00 

9 0 0 

44-0 0 

9 

0 0 

4J-0 0 

6 0 0 

45-0 0 

6 

7 0 

0 - 7 10 

0 7 0 

0-7 10 

0 

4 12 

G — 4 1ft 

0 4 10 

0 — 4 15 

0 

5 12 

6 - 0 0 

0 5 12 

C-0 0 

0 

5 2 

6 - 5 10 

0 5 2 

6 - 6 10 

0 

0 4 

C — 0 5 

0 0 3 

G - 0 6 

0 

0 1 

7 - 0 1 

11 0 1 

8-0 2 

0 

0 2 

4-0 2 10 0 2 

2-0 2 

6 

0 I 

9-0 2 

3 0 1 

7 - 0 ,2 

0 

0 1 

5-01 

8 0 1 

i 0 1 

6 

0 1 

8-0 110 0 1 

6-0 1 

7 

0 1 

7-01 

6 0 1 

3-0 1 

6 

0 1 

5-0 1 

7 1 0 1 

1-0 1 

5 
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APPENDIX C. 

Continuation of TABLES OF PRICES, as given in Appendix to VoL II. 

„ January March 88. July I November I January I March 28. July I November 

Ym ‘ 8«15; a April 7. 10tfl6. 8 a 15. I 8al5. | aAprU7. I0al6. 8«15. 


ASHES, Barilla, Carthagena, in Bond. 

No price. I Idem. I Idem. I Idc 

No price. | Idem. | Idem. | Idc 


FLAX, St. Petersburg. 


No price, j 381 39* 
i 42/ 43/ I 40/ 


ASHES, Pearl, Danzig or Russia. 

25/ 28/ I 26/ 27/ | 2G/G 27/ I 24, 
25/ 26/ | 25/ j 26/ | 25, 


HEMP, St. Petersburg. 


29/ 29/101 29/ 29/101 
45/ 45/10 44 * 


31/ 31/101 40 * 41/ 
37/ j 38/ 39/ 


BRISTLES, St. Petersburg, 1st Quality. HOPS. 

I 340/ 380/ | 330/ 340/ I 360/ 380/ I 360/ 390/ 70/ 140/ 1 84/ 140/ 1 No price. I 
I 360/ 390/ j 360/ 390/ | 360/ 390/ | 360/ 395/ No price. | No price. | 75/ 163/ | 


COFFEE, St. Domingo, for Exportation. 


LEAD, English, in Pigs. 


42/ 44/6 I 42/ 44/ I 40/6 44/ I 41/G 44/6 fc(l* |21/15 

43/ 46/6 | 45/6 48/6 | 45/6 48/6 | 4G/G 52/ [l9*10 20* |l9/10 


COFFEE, British Plantation, Superior, in Bond. 


INDIGO, East India, Superior. 


18381 88/ 125/ I 90/ 124/ j 90/ 129/ I 95/ 141/ I 7/4 8/ 
18391 94/ 140/ | 100/ 144/ | 103/ 158/ | 98/ 154/ I 6/6 9/ 


COFFEE, British Plantation, Inferior, in Bond. 


18381 

63/ 86/ 

1 64/ 88/ 1 

1 74/ 88/ 1 

82/ 94/ 

1839| 

78/ 96/ 

1 84/ 96/ | 

1 88/ 102/ | 

86/ 98/ 



COCHINEAL. 


18381 

6/4 8/ 

1 6/4 8/6 1 

1 5/6 8/ | 

1 5/6 8/ 1 

5/6 7/10 

1839| 

5/9 8/ 

| 5/9 8/ 1 

4/9 7/6 


COPPER, British, in Cakes. 


18381 

92/ 

1 91 4 1 

1 88 / 1 

1 91/ 1 

91/ 

18S9| 

96/ 97/ 

| 91/ 92/ | 

94/ 


INDIGO, East India, Inferior. 


IRON, English, in Pigs. 


IRON, Russia, in Bars. 

13*10 18*101 15* 19*10113*15 19*10114*10 19*10 

14*15 19*10| No price. [10/10 J No price. 


COTTON, West India, Ac. 


OIL, Northern Fishery. 


fid nidi 

64d lid 1 

7d lid 

No price. 

| No price. 

No price. 

8d 8|d*| 

7 d 7Jd* | 

7 d 7 id* 

No price. 

32*10 

32* j 


18381 5|d 7! 
118391 6|d 9( 


* No price, Demerara. 

COTTON, Bowed Georgia. 

4 I Id 8d I 51d lid I 
! | 8fd I 7}d 9d | 


OIL, Gallipoli. 


1 5 Id 7\d 

53* 

1 54* 

56* 

1 .5/ 

56* 

1 GJd 8rf 

56* 

1 55* 56/ 1 

| 53* 

1 >01 

61* 


18381 4d 
1839| 4|d 


COTTON, Bengal and Surat. 

6 M I 4 \d 5a d I id 51 d I 

I 6fd I 5fd 6fd j 5d 6|d | 


PROVISIONS. — Butter, Water! >rd. 


84/ 92/ I 80/ 90/ I 
90/ 95/ I Nominal. 


COTTON, Pernambucco. 


18381 8 u Old 
1839 Old 9ld 


PROVISIONS. -Irish, Mess Buf. 


8 *d 9$rf| 8 Id 94d 1112/6 115/ 1115/6 7i7/6l 115/ 
9|d 10$d| 9d lOd 1115/ 1 1 12/6 I 125/ 


IllV'fi 115/ 

J 124 *6 128/6 
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Yew. 

January 

8 a 15.i 

March 28. 
a April 7. 

July 

10 a 16. 

Norember 

8 a 16. 

January 

8 a 15. 

March 28. 
a April 7. 

July 

10 a 16. 

November 

8 a 15. 



RICE, Car 

olina. 



TALLOY 

V, Russia. 


1838 

1839 

32/ 34/ 
42/ 44/ 

34/ 36/ 
38/ 40/ 

36/ 38/ 
38/ 40/ 

38/ 40/ 
38/ 40/ 

42/6 

57/ 57/6 

47/ 48/ 
45/9 48/9 

46/ 47/ 
47/ 48/ 

55/6 

48/9 49/3 


SALTPETRE, East India, Rough. 


TAR, Stockholm. 


1838 

1839 

21/ 26/6 
28/ 29/6 

22/ 25/ 
26/6 28/6 

21/6 25/ 
23/ 27/ 

23/ 26/6 
23/ 27/ 

15/6 

17/6 

16/6 

17/6 

19/ 

17/6 

17/ 

16/3 16/6 



SILK, Bengal. 



TEA, Congou. 


1838 

1839 

14/ 22/ 
14/ 22/ 

14/ 22/ 
13/ 21/6 

12/6 22/ 
12/6 20/ 

14/ 22/ 
14/ 22/ 

1/7* 3/4 

1/2 2/9 

1/6* 3/Of 
1/0* 2/6 

1/2 2/10 

1/ 2/9 



SILK, China. 



TEA, Hyson. 


1838 

1839 

16/ 23/6 
19/6 26/ 

17/ 26/ | 18/6 26/ 
20/6 25/ 1*22/ 26/ 

* No Tayuum. 

19/6 26/ 
*22/6 28/ 

2/3* 6/6 

2/ 6/4 

2/a 5/7 

2/ 6/4 

2/2 6/ 

2/ 6/1 



SILK, Milan. 


; TIMBER, Memel Fir in Bond. 

1838 

1839 

22/6 26/ 
24/ 27/ 

22/6 26/ 
22/ 26/ 

21/6 26/ 
21/ 25/ 

24/ 27/ 
21/ 26/6 

2/10 21 15 
277/6 2715 

2710 271512/2/6 2/15 1277/6 2/15 J 
2710 27 15 12/2/6 2715 |277/6 2715] 


SPICES. — Cinnamon. 


TIMBER, Quebec Yellow Pine in Bond. 

18381 

1839| 

6/6 8/ 

7/9 8/6 

6/3 7/6 
7/6 8/6 

6/6 7/6 
7/3 8/ 

,7/6 8/3 
6/3 7/10 

37 0 375 
3715 

1 37 37 5 
| 37 37 5 

14/2/6 

14/2/6 

3715 

3715 


SPICES. 

— Pepper, Black, East India. 


TIN, English, in Bars. 


1838 

1839] 

4<i 4*7 | 4<7 4*7 | 3*7;4*7 

4 <7 4 | d \ 4<7 4*7 | 3*7. 4 *7 

13 $ 

89/ 89/6 
87/ 87/6 

94/ 94/6 
| 88/ 88/6 

!« 

I 85/ 85/6 
| 82/ 82/6 


SPIRITS — Rum, Jamaica. 

| TOBACCO, Virginia, in Bond. 

1838 

1839 

3/1 6/ 

VI 5/« 

8/1 5/ 

4/2 5/10 

3/3 5/ 

| 6/6 6/8 

3/10 5/6 
5/1 6/4 

2*7 7*7 1 2*7 8*7 
bd 12d | 6*7 12*7 

2*7 6*7 1 4*7 9<7 
bd 12*7 1 4*7 12<7 


SUGAR 

East India 

White, In Bond. 

| WHALEBONE, Northern. 

1838 

1839 

41/ 44/ 
40/ 44/6 

36/ 41/ 
41/6 44/6 

1 35/ 43/ 

1 42/ 44/6 

| 40/ 43/ 

1 43/ 46/ 

2607 

2007 2407 

2807 

2107 

275/ 

| 190/ 

1 2007 
| 2207 250/ 


SUGAR, East India, Brown. 

WHALEBONE, Southern. 

1838 

1839 

30/ 37/6 

l 21/ 28/6 

23/ 29/ 
20/ 29/ 

1 22/ 30/ 

| 36/ 88/ 

I 20/ 29/ 

1 41/ 44/ 

1757 

1257 130/ 

1 1207 
| 1207 1357 

I .148 7 1567 

1 1057 1157 

I 110/ 1207 
| 145/ 150/ 


SUGAR 

Havannah, White, Export. 

1 WOOL, Spanish Leonesa. 

1838 

1839 

36/ 42/ 
35/ 42/6 

42/ 47/ 
33/ 41/ 

34/ 40/ 
34/ 40/ 

I 35/ 42/ 

| 38/ 43/ 

2/2 2/8 
2/3 2/8 

2/2 2/8 
*/'•> 3/ 

2/2 2/8 
2/6 3/ 

I 3/2 2/8 
| 2/2 tylO 


SUGAR.— Muscovado's Averages. 

| WOOD. — Jamaica Logwood. 

1838! 

1839j 

38 

53/3 

59/9J 

si 

1 31 /1$ 

1 38/lj 

77 775 
117 127 

6715 77 

107 10710 

77 77 1 0 
87 87 10 

11/ 11/id 

8/5 9/ j 


THE END. 


1,0 KUOS : 

Printed by A. Spottiswoodp, 
New Street-Square. 
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PREFACE. 


The period comprised within the interval since the 
close of 1839, to which time my historical sketch 
of prices, and of the events connected with them, 
had been brought down, until the close of 1847, 
has been marked with extraordinary changes, 
affecting, in their most material interests, all 
classes of the community. 

We have experienced great vicissitudes in the 
supply of food for the population, from dearth 
to abundance, and again from abundance to fa- 
mine; succeeded, finally, by the return of com- 
parative plenty. We have also witnessed the 
transition from distress and despondency, and a 
general prostration of the energies of the country, 
pervading all branches of industry, in the years 
1840, 1841, 1842, and part of 1843, to a state 
of extraordinary prosperity, activity, and excite- 
ment, which prevailed through the three fol- 
lowing years. While the last year of the scries 
has been mournfully distinguished by a degree of 
commercial discredit., and by mercantile and bant- 
ing failures, unparalleled, in number and extern, 
since 1825. And the variations in the rate of 
interest, especially in 1847, have been more fix- 
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quent, and more violent, than any of which there 
is an example in the history of the commerce of 
this country. 

During the same interval, great alterations havq 
been made in the corn laws, in our commercial 
tariff, and in our banking system. 

The great importance of these changes in the 
condition of the country, and of the alterations of 
our laws, in so far as these may be considered to 
be connected, would seem to call for a historical 
record of them, accompanied by such explanations 
derived from an extensive and connected view of 
facts, as might be calculated to throw light upon 
the phajnomena by which the period from the 
close of 1839 to that of 1847 has been signalised. 

As, besides, the whole of this eventful period, 
and more especially the latter part of it, has been 
pregnant with facts calculated, in a striking 
maimer, to exemplify and confirm the views which 
it was my object, in the “ History of Prices,” to 
set forth, it forms a fitting occasion for a con- 
tinuation of that work. 

Accordingly, I had it in contemplation last 
spring, when the state of the corn trade, and of 
the money market, invested the subject with consi- 
derable interest, to undertake the preparation of a 
fourth, volume. But I recoiled at the idea of the 
labour it would entail. As the summer advanced, 
however, the motives which had led me to contem- 
plate the undertaking acquired additional strength. 

Notwithstanding the lull which followed the 
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shock of April, I became strongly impressed with 
the opinion that there was reason to apprehend 
another period of pressure before the end of the 
year. It is well known that I entertained and 
expressed that apprehension ; the grounds for it, it 
is not necessary now to state. 

I mention my forebodings of a second crisis, 
chiefly for the purpose of observing that while it 
strengthened the motives which urged me to the 
task 1 contemplated, it added to the difliculty of my 
accomplishing it ; for if my forebodings of commer- 
cial discredit, combined with what I considered was 
likely to be the operation of the banking act, should 
be realised, it was in the highest degree probable 
that the new parliament, on its meeting, would 
have its attention drawn to the general state of 
commercial credit, in connection with the act of 
1844. This consideration rendered it important 
that whatever I might determine to publish should 
be completed by, or soon after, the meeting of 
parliament, at the usual time of its assembling ; be- 
cause if the information I had to impart was calcu- 
lated to be- of any use, it would be more especially 
so by being available in the discussions and in- 
quiries to which, in the state of things which I 
contemplated, the subject would give rise. 

But to accomplish such a work, doing any thing 
like justice to it, within so limited a time, (for I had 
not written a line, or made any other preparation 
for it, till near the middle of August,) would hardly 
have been within my power at any time, and must. 
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at my time of life, have been out of the question. 
I should, therefore, have abandoned the attempt in 
despair, had not my friend Mr. Danson, while he 
strongly urged me to undertake the task, offered 
his assistance towards the performance of it. 

Mr. Danson is advantageously known to those 
persons, and they are not a small number, who 
have had an opportunity of seeing, in the Journal 
of the Statistical Society, a valuable paper, drawn 
up and read by him before that Society, in 
January 1847, on the Accounts of the Bank of 
England, under the operation of the Act 7 & 8 
Viet. c. 32. 

Of his offer I gladly availed myself ; and the 
assistance which he has afforded in enabling me to 
bring out this volume, has been, to me, of ines- 
timable value. 

He has supplied the whole of the elaborate and 
accurate statistical statements and tables in the 
work, with the exception of the small number in 
the 11th section of the third division of it. 

Of the first division (namely, that on the seasons 
and the corn trade), the description of the character 
of the seasons, and their relative productiveness, and 
the conjectural opinion of the probable future range 
of prices are mine. For the statements of prices 
and quantities, and the reasoning upon these, I aip» 
indebted to Mr. Danson. To him, likewise, I owe 
the contribution of by far the greater part of the 
second division of the book, on the prices of produce 
other than corn. And he has afforded me the 
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further essential service of conducting the whole 
of the work through the press. 

To my friend, Mr. .Newmarch, I have to express 
my obligation for important assistance which he 
rendered me in the general arrangement of the 
third division of the volume; and for his contri- 
bution of the statistical tables in section 1 1 . of that 
division. 

It will be observed, that in the argument on the 
act of 1844, there is a large number of extracts, 
some of considerable length, from my pamphlet of 
1844, and from other publications. 

The extracts from my own tract contain facts 
or reasonings essential to the argument. If to 
avoid the appearance of quoting from a work of 
my own, I had stated afresh the same views, I am 
not sure that I should have expressed them better ; 
and I could ill spare the time for such additional 
labour. 

And whenever, in the writings of others on the 
subject, I have met with passages confirmatory, or 
illustrative, of the views which it fell in the way 
of my argument to urge, I have not scrupled to 
avail myself of them largely. Independently of 
the support which my opinions were likely to 
derive from such eminent authority, (not to mention 
the consequent saving of my own time and labour.) 
I considered that my readers would be thankful to 
me for the opportunity thus afforded to them of 
seeing, in the forcible and eloquent language of 
Mr. Fullarton, in the philosophic exposition of -Mr. 
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Mill, and in the remarkably lucid style of Mr. 
Wilson, the arguments which I should be hopeless 
of being able to state with the same effect. Such 
extracts impart, moreover, some variety to the 
discussion of a subject which, at best, is any thing 
but attractive. 


Just as the press is closing upon this volume a 
pamphlet by Colonel Torrens, which came out two 
days ago, has been put into my hands. It pur- 
ports to be a defence of the act of 1844, against 
my objections, and those of Mr. Fullarton and Mr. 
Wilson. 

I am glad to find that there is little, if any thing, 
in it which will not be found to be dealt with, and, 
I trust, sufficiently answered, in the following 
pages. 


If the earlier volumes of the present work be 
critically examined, there will be found in them 
some remains (chiefly, however, in the phraseology) 
of my former attachment to the currency theory, 
as it was generally received, before it had been 
caricatured by the modern school. 

In the correctness of the following sketch by the 
hand of Mr. Fullarton, of the progress of my opi- 
nions to those which I now entertain, I fully ac- 
quiesce, and lest his estimate of the value of my 
contributions to an extension of the knowledge ol' 
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this subject, should be ascribed to the bias of 
friendship, I think it right to state that the dis- 
tinguished author was unknown to me, except by 
name and reputation, till after the publication of 
his treatise, and that I had not the slightest pre- 
vious knowledge of such a work being in prepa- 
ration : — 

“ Mr. Tooke himself has been exceedingly slow in following 
out his original conclusions on the subject of price to all their 
consequences. The germ of his present opinions may be 
traced in the facts, which he collected and laid before the public 
in the first edition of his great work ; but at the time of that 
publication, in 1823, Mr. Tooke’s mind appears to have been 
still strongly imbued with the prevailing notions, that prices 
are liable to rise and fall with the increase or diminution of the 
amount of Bank notes in circulation, that banks have it in 
their power to increase at pleasure the quantity of paper money, 
and that the efllux and influx of gold are to be regulated by 
regulating the issues of the banks. He adhered to these doc- 
trines even after he had refuted them by his discoveries, and 
seems to have parted with them at last only by degrees and 
with reluctance, under the pressure of his growing convictions. 
The progress of those convictions may be traced through their 
successive stages in his various publications, and in the evidence 
delivered by him before diverse Parliamentary Committees. 
His pamphlet on the Currency, published after the crisis of 
1823, might, for aught to the contrary that can he gathered 
from its doctrines, have almost been the production of Mr. Loyd 
or Air. Norman. It is in his examination before the Common?* 
Committee of 1832, that we perceive the first decided indi- 
cations of the revolution which was gradually taking place in 
his mind, though even then he had not yet brought himself t * 
discard entirely the old theory of prices, but professed himseK 
still ready to admit that prices are liable to be influenced by th< 
amount of the circulating medium. The second and altered 
edition of hi* work on prices, published under a flew title in 
1838, exhibits in a more elaborate shape the conclusions^ to which 
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his continued observations had led him ; though, even in those 
volumes, passages of the original treatise have been retained, 
which do not seem altogether in harmony with the new doctrines 
which lie had espoused. Nor was it till the appearance in 1840 
of his * History of Prices in 1838 and 1839,’ that the system 
which he had been so long maturing received its full develop- 
ment. These slight appearances of wavering, which, rightly 
viewed, ought rather to be considered as proofs of the caution 
and deliberation with which he formed his judgments, have been 
charged against him as inconsistencies, and advantage has been 
taken of them to detract from the weight of his authority.” 

The limits of time within which I have found it 
necessary to confine myself, have deterred me from 
entering upon some points which are, more or less, 
connected with the topics treated of in this volume. 
But I am the more reconciled to the necessity 
which compels me to abstain from touching upon 
these, because they will, doubtless, be among the 
objects to which the inquiries of the committees of 
the two houses of parliament will be directed, with 
the advantage of their being enabled to collect 
information which I have not the means of ob- 
taining, and without which no judgment, entitled 
to much weight, could be formed. 


London, 

oth February, 1848. 
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ON THE PRICES OP CORN FROM 1840 TO 1847. 

During the last few years a striking change has 
taken place in the degree of attention given to the 
effect of the seasons on the price of provisions. It is 
not now the farmer or the corn dealer only, who 
watches with painful anxiety the state of the 
weather at the several critical periods in the 
growth of the different descriptions of produce, and, 
from what he thus observes, infers the probable 
range of prices, and of his own fortune, in the 
ensuing year. Such anxious observation has of 
late been scarcely less common in the counting- 
house and on the stock-exchange than on the farm 
and in the com market. Every passing cloud, in- 
deed, may at those periods be said to have had some 
effect on the prices of public securities, and of 
shares in railways, and other joint stock companies, 
in consequence of the apprehensions entertained of 
the unfavourable influence of high prices, and of 
large importations of corn, on the rate of interest, 
and on banking accommodation. 

Any one who may recollect, or will be at the 
trouble of referring to, the city articles of the 
daily papers in June, July, and August of each year 
since 1839, will be sensible of the importance at- 
tached, in what is now called the money market, to 
the state of the weather. If any material variation 
occured in the price of the Government funds, or of 
shares, it was not unfrequently, or I should rather 
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say it was generally, ascribed to the wet or fair 
weather of the day, modified more or less by the 
reports of the state of the growing crops in the earlier, 
and of their appearance in the later, stages of their 
growth. Nor is this increased attention given, as 
formerly, only for the time. 

The effect of the seasons is now constantly 
regarded as a primary element in all well con- 
sidered speculations touching the condition, past 
or present, of the numerous and various in- 
terests affected, directly or indirectly, by the 

S rices of agricultural produce. It may even be 
oubted whether too much weight is not some- 
times attached to this particular class of causes, to 
the exclusion of others, for the time being, less 
obvious, or less frequently adverted to. Be that, 
however, as it may, the change alluded to in the 
public mind affords me the advantage of not 
having to apologize, as I considered it incumbent 
upon me in the earlier volumes of this work to do, 
for attaching so much importance to the influence 
of the seasons. And the corn laws being, as I now 
believe, finally settled, I am also dispensed from 
discussing, as I had occasion to do when treating 
of the com trade in connection with the seasons 
in 1838 and 1839, the merits of that vexata 
quaestio. My task therefore in the portion of my 
work which I am now entering upon will be more 
simply historical than it was in the previous 
volumes. 
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Section 1 . — Character of the Season of 1839-40. — 
Prices and estimated Produce of Wheat. 

The history of the prices of com in connection 
•with the seasons and other circumstances affecting 
them, was, iti the work of which this is a continu- 
ation, brought down to the close of 1839. 

The season of 1839 had been the second of two, 
in immediate succession, in which the harvests, 
especially as regarded the crops of wheat, were 
very unproductive, and nearly in the same degree. 

The deficiency of the two successive crops of 
1838 and 1839 entailed the necessity of very large 
foreign supplies. The quantity of imported wheat 
and flour entered for consumption between the 5th of 
August, 1838, and in the same period in 1 840, while 
the produce of these two harvests may be supposed 
to have been in the market, was more than 5,300,000, 
quarters.* The average price of wheat had fluctu- 
ated in the same interval from 61s. 10 d. to 81s. 
6c?., and the duty on wheat imported, from Is. to 
20s. 8c?., while the average duty paid on the whole 
of the quantity entered for home consumption was 
under 3s. Id. per quarter. 

Though the deficiency of the crop of 1839 was 
supposed to be nearly if not quite as great as that 
of the crop of 1838, the foreign supplies to meet 

* The precise quantities entered, with their distribution over 
the period in question, were, according to the official accounts, 
as follows : — 

Quarters. 

Foreign and colonial wheat and flour entered . 
for consumption in the United Kingdom from 
the 5th of August, 1838, to the end of that 
year ------- 1,827,088 

Entered in 1839 2,712,555 

„ in 1840 down to the 5th of August - ,784,528 


5,324,171 . 
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the deficiency in the year 1839, were much larger 
in proportion than in the previous year ; and this, 
combined with a general inferiority of quality in 
the home produce, had the effect of causing a de- 
cline of the average price of wheat from 81 s. 6 d., 
which it had reached in the second week of January, 
1839, with no important oscillations, to 65 s. Gd. m 
November following. 

The whole of the Autumn, to the very close of 
1839, was excessively wet, so as almost wholly to 
prevent the sowing of wheat at the usual season. 
This extreme wetness continued (with the excep- 
tion of two days of slight frost early in January) 
to the 17th of February, 1840; with occasional snow, 
which, however, did not lie. Thenceforward there 
was a succession of dry, cold, easterly winds, and 
night frosts (with occasional snow) to the second 
week of April. This interval of dry weather was 
highly favourable to farming operations, and ad- 
mitted of a large breadth being sown with spring 
wheat. 

In the first week of May, vegetation was more 
forward than it had been at that period in any of 
the four years preceding ; and the whole of that 
month, and of June, had a fair proportion of sea- 
sonable weather. 

July was, throughout, cold and wet. This 
unfavourable weather, combined with a general 
impression that the stocks of old wheat were 
low, and that the growing crop (a considerable 
proportion of it being spring sown) would not 
prove to be a large one, favoured the speculations 
for a rise of price. The weekly average conse- 
quently advanced to 72 s. lOd. in the week ending 
the 7tn of August, and the duty fell on the 28th to 
2s. 8d. per quarter. But the weather in August 
proving generally favourable to the ripening and 
gathering of the crops, and the wheats being 
reported to be better than had been expected, there 
was no longer any speculative ground for antici- 
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pating a further advance of prices, and fall of duty. 
The whole stock of wheat, therefore, then in bond, 
amounting to about 1,500,000 quarters, was entered 
for home consumption. This quantity of foreign 
corn being suddenly let out just at the time that 
supplies of the new crop were coming forward in a 
condition for immediate use, caused a somewhat 
rapid fall of prices during the remainder of the 
year. From 72s. 10 d., in August, the price fell to 
58s. 10 d. in the second week of December following ; 
being a fall of 14s. in four months. As, however, 
the result of the harvest, on the further progress 
of threshing out, gave reason to suppose that there 
would not, with the foreign corn admitted, be 
more than sufficient to last till the ensuing harvest, 
the price thenceforward slowly advanced. 

The total quantity of wheat and wheat-flour, 
(the latter being stated as wheat at the rate of 
392 lbs. to the quarter) entered for consumption in 
the United Kingdom, between the 5th of August, 
1839, and the same date in 1840, was 1,762,483 
quarters.* This, therefore, may be regarded as 
an approximation to the quantity of foreign and 
colonial wheat actually taken into consumption with 
the produce of the harvest of 1839. 

The official average price of wheat for the year 
1839 was 70s. 8 d. per quarter, and for 1840 it was 
66s. 4 d. Neither of these, however, can be re- 
ceived as indicating the average price of the year 
during which the crop of 1839 was in course of 
consumption. The average price of the harvest 
year, computed from the averages of the. fifty- two 
weeks following the first week in August, 1839, 
was about 68s. per quarter. j* 

* See statement in detail in the Appendix. 

+ Though the actual date of the gathering of the wheat crop 
varies considerably between tlie northern and southern districts 
of England, in which the weekly averages above referred to are- 
taken, and the commencement as well as the close of the harvest 
in the United Kingdom is not unfrequently hastened or delayed 


vot.. IV 



6 


PRICES OF CORN. 


According to the best estimates, formed at the 
time, of the wheat harvest of 1840, the average 
yield per acre exceeded that of either of the two 
previous harvests by about one third. The breadth 
of land sown, however, (the autumn of 1839 having 
been extremely unfavourable for farming opera- 
tions) was probably much less. The returns of 
the com inspectors show that while the quantity 
of wheat sold in the inspected markets in England 
and Wales in the twelve months following the 
first week in September, 1839, was about 4,000,000 
of quarters, the quantity sold in the same period 
of 1840-41 was only 3,870,000 quarters ; thus 
favouring the assumption, founded on the com- 
bined estimates of the breadth of land sown and 
the average yield, that the crop of 1840 did not, 
in fact, materially, if at all, exceed that of 1839. 

a week or two by the character of the season, these variations 
do not materially affect the computations in the text. The first 
week in August is probably a month earlier than the period 
at which any considerable quantity of the new crop usually 
appears in the market. But the estimated yield of the harvest 
operates upon prices for some time previously ; and the 
annual fluctuations of the weekly average price, prove that the 
first week in August may, for all practical purposes, be taken 
as the period when prices cease to be influenced by the old and 
begin to be dependent upon the new crop. It should also be 
observed that the price stated in the text, as that of the harvest 
year, is only offered as an approximation to an accurate average. 
(See Appendix.) 

The quantity of home-grown corn sold in the inspected 
markets in England and Wales, apparently the produce of each 
harvest, is computed from the first week in September forward, 
because a careful examination of the returns of the corn in- 
spectors, in conjunction with contemporaneous reports from the 
chief markets, leads to the inference that that is the period at or 
about which the new wheat first appears at market. 

The quantity of imported wheat entered for consumption is 
computed from the fifth of August, because the revenue return 
for the month ending the fifth of September, has hitherto com- 
monly included the greater part of the entries of the current 
year *, and any but a small quantity entered after the fifth of 
August must obviously be received as going into consumption 
rather with the new than with the old crop. 
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Section 2 . — Character of the Season of 1840-41. 

Prices and estimated Produce of Wheat. 

The weather during the autumn of 1840 pre- 
sented nothing remarkable. Upon the whole it 
was favourable to farming operations, till the 
month of December. The last three weeks of this 
month, as well as the first half of January, were 
characterised by a much lower temperature than 
usual : frost prevailing so severely as totally to im- 
pede the navigation of the Thames. In the night 
of the 7th and 8th of January the thermometer 
was lower than it had been since January, 1838 ; 
but the latter half of this month was comparatively 
mild. The first ten days of February were attended 
with frost of some severity, and occasional snow. 

Thus far the winter of 1840-41 maybe con- 
sidered to have been a rigorous one ; but its rigour 
was not marked by such continuousness and 
severity of frost, nor did it extend so far into 
the springj as some former ones ; for after the 
second week of February there was very little 
of either frost or snow. It cannot, therefore, be 
classed among the more memorable instances of 
long and severe winters. 

The weather in March was variable, but a large 
proportion of it was fine ; and there was less of strong 
easterly wind than usual. Of the spring quarter, 
from Lady-day to Midsummer, the prevailing cha- 
racter was cold, gloomy and wet, with much wind : 
the number of fine days being very small. 

From Midsummer to Michaelmas, embracing the 
important periods of the blooming, the ripening, 
and the gathering of the crops, the weather was 
for the most part cold, wet, and ungenial. On 
the 15th of July there was a remarkably heavy 
fall of rain ; and on the 8th of August p‘rayer.s 
were put up in the churches for fair weather. 



8 


PRICES OF CORN. 


After the 14th of August there were somewhat 
longer intervals of fair weather ; but not enough 
to redeem the general character of the summer, as 
decidedly wet and cold throughout. 

The total quantity of imported wheat and flour 
entered for consumption in the United Kingdom 
between the 1st of August, 1840, and the same date 
in 1841 was 1,925,241 quarters.* The foreign 
supply taken into consumption with the crop of 
1840 may therefore be estimated to have exceeded 
that so taken with the crop of 1839 (1,762,483 qrs.) 
by nearly 200,000 quarters. 

The average price of wheat, in England and 
Wales, for the harvest year 1840-41, was 63s. Qd. 
per quarter, or 4s. Qd. lower than that of the harvest 
year 1839-40. 

The backwardness of the season of 1840-41, 
and the prevalence of rainy weather in the time of 
the flowering of the wheat, and during the progress 
of the harvest, favoured the speculation for a rise 
of prices and a consequent fall of the duty. Ac- 
cordingly the weekly average reached 7 6s. Id., and 
the aggregate average 73s. 2d., early in September, 
when, the duty having fallen to Is., there were 
entered for home consumption in that month 
2,17.8,966 quarters of wheat and flour. 

The crop of wheat of 1841, though backward, 
and injured by the rains, was of considerable 
breadth, and of great bulk on the ground. The 
produce was at the time computed to be nearly an 
average in quantity, but very inferior in quality. 
This inferiority of quality, combined with the large 
foreign supply suddenly let in in September caused 
a rapid fall of the weekly average, which got down 
to 61s. 6d. in the first week of October: being a 
decline of nearly 15s. within six weeks. The 

* Of this quantity, the greater part (1,132,000 quarters) was 
entered in September, 1840, at an average duty, on the foreign 
portion of it, of 3*. lid. per quarter. 
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markets rallied a little thenceforward, till the close 
of the year, when the average was 62s. 10 d. 

There is reason to believe that the ultimate 
yield of the wheat harvest of 1841 fell consider- 
ably short of the estimates made in the first in- 
stance. The official returns show an aggregate 
sale in the . inspected markets in England and 
Wales, in the year following the first week in 
September 1841, of only 3,626,000 quarters.* The 
supply by importation was very large, upwards of 
2,900,000 quarters having been entered for con- 
sumption between the 5th of August, 1841, and the 
same date in 1842; fully four-fifths of it being 
entered -within the last four months of 1841. The 
average price of the harvest year (1841-42) having 
been, notwithstanding the absorption of this large 
foreign supply, and the general inferiority of the 
grain, no less than 63s. Ad., or very nearly as high 
as that of the previous year, the inference of a 
reduced home supply, in point of quantity, is al- 
most irresistible ; particularly as the year 1841-2 
was that in which the means of purchase, and con- 
sequently the demand, of the majority of the con- 
sumers was, probably, from the depressed state of 
trade, at its lowest point. 

The season of 1841-2 was the last of four in 
which the home supply of corn, generally, and of 
wheat more especially, was deficient in a greater or 
less degree. The prices of meat, also, were at a 
somewhat high range, the long prevalence of cold 
and wet weather having been injurious to the cattle 
and sheep ; and the whole interval from the summer 
of 1838 to that of 1842 must be characterised as 

* The number of markets from which returns were obtained 
was increased, by the act 5 & 6 Viet. c. 14., from 150 to 290; 
and the change appears to have affected the returns of tjie last 
nine or ten weeks of the harvest year 1841-2. Ilad this 
change not been made, the quantity stated in the text would 
probably have fallen short of 3,500,000 qrs. 
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a period of dearth. The dawn of an improved 
prospect commenced with the season of 1841-2. 


Section 3 — Character of the Season of 1841-42. 

— Prices and estimated Produce of Wheat. 

After a very rainy autumn, and a prevalence of 
wet weather to the close of 1841, which retarded 
the sowing of wheat, the winter of 1842 was fa- 
vourable to farming operations; there being fre- 
quent frosts, but not severe, and occasional falls of 
snow, but not heavy, or remaining long on the 
ground. April was severely cold, with an almost 
constant prevalence of strong, dry, easterly winds ; 
and the greater part of May was cold, showery, and 
windy. And at this period the crops of wheat were 
reported to be backward, and thin on the ground, 
with an appearance in every way unpromising. 

The variations in the price of wheat, and in a 
lesser degree in the prices of other descriptions 
of grain, were, in the course of this year, greater 
than those which had occurred in any of the three 
preceding years. The average price of wheat in 
the first week of January was 63s., from which it 
fell gradually to 57 s. 8 d. in April. This decline 
might be in some degree attributable to the change 
in the corn law, which was announced by Sir 
Robert Peel, in his speech on the budget, on the 
1st of March. Some relaxation, however, had been 
anticipated; and the actual announcement of the 
proposed alterations in the import duties on corn 
aid not appear to exercise any considerable influ-,* 
ence on the markets. This comparative absence of 
influence from the alteration of the law would lead 
to the inference which, indeed, corresponds- with 
the opinions then prevailing in Mark Lane, that 
the stocks of wheat on hand were within a mode- 
rate compass, and barely sufficient to supply the 
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consumption till harvest.* The impression to this 
effect was strengthened as the spring advanced, by 
the cold and ungenial weather in April and May, 
which (apart from the reports prevalent of injury 
to the crops) was calculated to render the harvest 
a late one. A spirit of speculation hence arose 
upon the probability of the necessity for a foreign 
supply, which supposed such an advance of the 
average price as would reduce the duty to its mi- 
nimum rate of Is. per quarter. Under the influ- 
ence of this spirit of speculation, in which the 
farmers seem to have participated so far as to 
abstain from supplying the markets freely, prices 
rose, so that the weekly average reached 65s. 8c?. 
on the 16th of July. 

In the mem time the speculation had a more 
important consequence in the shape of extensive 
arrangements with a view to a large importation 
of foreign corn. 

But the weather becoming suddenly fine and 
warm in June, a great and most beneficial change 
took place in the appearance of the crops. Indeed 
so sudden was the change that I heard at the time, 
from persons who were among the best informed in 
the corn trade, that the alteration for the better 
caused by the bright and hot weather of the first 
fortnight of June might pass as something almost 
miraculous; Thenceforward the season continued 
to be of a favourable character : there being only so 
much rain as was calculated to improve rather than 
to injure the crops. And favourable as the season 
was in the southern division of the island, it was, 
if possible, still more so in the northern. In 
Scotland it was considered to be the finest and 
hottest summer that had been known there since 
1826: and, accordingly, their harvests were re- 
markably forward, the reaping of wheat having 

* The whole quantity of foreign and colonial*wheat in bond 
at the end of March, was 174,662 quarters. 



12 


PRICES OP CORN. 


been general, and a good deal carried, in August. 
And the whole of the crops were secured in that 
and in all other parts of the United Kingdom in 
the best possible order. The quality was regarded 
as generally good, and the yield satisfactory ; and 
on an average throughout the Kingdom the grain 
was housed about a fortnight earlier than usual. 

The prices of corn had reached their greatest 
height by the end of June ; but the average price 
of wheat regulating the import duty did not ex- 
hibit the full extent of the rise till the 28th of 
July, when it reached 64.9. 7 d. The duty was then 
8s. per quarter *, at which rate it continued till 
near the middle of August. The subsequent fall 
of the weekly average price making it certain that 
the duty would immediately rise, and all chance of 
a rally of the markets being evidently hopeless, 
the whole of the wheat and flour at that time in 
bond, and the cargoes recently arrived, but not yet 
landed, amounting to about 2,000,000 of quarters, 
were entered for home consumption. f 

The sudden admission of so large a quantity of 
foreign corn, coincidently with the securing of a 
full crop, of good quality, of our own growth, and 
in such condition that the greater part was fit for 
being immediately brought to market, could not 
fail to cause a great reduction of price. Accord- 

* This was the lowest point reached by the duty in the 
summer of 1842, being the rate fixed by the new tarilF when 
the six- weeks average price should be G4s. and under 65 $. 
The price reached 64s. hi. on the 14th of July, and did not fall 
below 64s. until the 18th of August. The duty of 8$. thus re^ 
mained in operation for five weeks. 

f The quantity of wheat and flour entered for consumption 
between the 5th of August, 1841, and the same period in 1842, 
and so, apparently, taken into consumption, with the crop of 
1841, had been 2,985,422 quarters ; of which no less, than 
2, 178,966 quarters were, as has been stated, entered in September, 
1841. The entire quantity entered in the month ending the 5th 
of September, 1842, was 2,240,233 quarters ; leaving only about 
8,900 quarters in bond at the end of the month. 
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ingly the averages declined, rapidly and progressively, 
till they got down to 46s. 10c?. in the week ending 
24th December, being a fall of no less than 18s. 10c?. 
from the weekly average in July. And the real 
fall was greater than appears by these figures; 
for the quality of the wheat of the harvest of 1842 
was very superior to that of 1841. If allow- 
ance were made for this difference, the fall of price 
between July and December would be fully 20s. 

The results of the large importations referred to 
proved to be most disastrous to the parties con- 
cerned. It was computed that the difference 
against the importer, between the cost, exclusive of 
the duty, and the net proceeds, could not, on the 
average, be less than 12s. per quarter: to which 
adding 8s. duty makes 20s. per quarter, as the 
lowest estimate of the loss sustained on the whole 
quantity imported. And as the importers and 
speculators tor a rise were generally possessed of 
but little capital, compared with the credit they 
obtained, the failures were numerous, and the loss 
fell very heavily, in some part on the shippers 
abroad, but Chiefly on the corn factors and dealers 
in this country. 

The yield per acre of the wheat hai’vcst of 1842 
was estimated at the time to exceed, by fully one- 
fourth, that of either of the two years immediately 
preceding ;• and the opinion that the crop was an 
unusually large one is amply confirmed by sub- 
sequent events. The returns of the corn inspec- 
tors for the twelve months following the first week 
in September, 1842, exhibit an aggregate quantity 
of hoine-groAvn wheat brought to market exceeding 
5,000,000 of quarters.* The foreign supply enterc d 
for consumption in the year between August, 1842, 
and August, 1843, was about 2,405,000 quarters, or 

* This quantity cannot bo compared with that of any pri-.r 
season, as the number of markets actually inspected was in- 
creased, about June 1S42, under the corn law of that year. 
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nearly 600,000 quarters less than in the year pre- 
ceding. And the average price of the harvest year 
1842-3 was only 49s. Ad. : that of 1841-2 having 
been 63s. 4 d* 


Section 4. — Character of the Season of 1 842-43. 

Prices and estimated Produce of Wheat. 

The weather in the last three months of 1842 
was seasonable. In November there was less fog 
than usual. The first ten days of December were 
attended with more or less of fog ; but the whole of 
that month was marked by a higher temperature, 
and the last three weeks of it by a larger proportion 
of fine, bright, and mild days, than usual. 

Altogether, the winter was an open one. There 
was occasional frost; but it was not severe or 
continuous ; and there were several falls of snow, 
but it did not lie. Heavy gales of wind occurred 
in January; and on the 12th of that month there 
was a violent storm. February was very rough 
and raw, with alternations of frost and thaw, rain 
and snow. 

The first fortnight of March was cold and dry. 
The rest of that month, and the whole of April, 
was variable ; but generally seasonable. 

The six or seven weeks extending from the begin- 
ning of May to the middle of June were marked by 
an unusual prevalence of wet, and by a tempera- 
ture low for the season. The rest of June was fair, 
with the exception of one or two cold days. In 

* Nor, in making this comparison, should it be forgotten 
that the crop of 1842 was brought somewhat earlier into con- 
sumption than usual ; and, that that of the succeeding year 
being gathered late, the former must have supplied the current 
demand during somewhat more than a year ; and, further, that 
from the spring of 1843 forward, the revival of trade, by in- 
creasing the means of the consumers, doubtless tended to increase 
the quantity consumed. 
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July the weather was variable, with a good deal of 
rain, but not continuously ; some days were of sum- 
mer heat, and others, especially the 23rd, unusually 
cold. 

The weather continued thus till the end of the 
first week in August. Apprehensions having been 
generally entertained of consequent damage to the 
harvest, the Weekly average price had then risen pro- 
gressively for some weeks; and on the 12th of 
August it reached 61s. 2d ., and the duty fell, by 
the end of the month, to 14s. per quarter. 

After the 6th of August, however, there was a 
general prevalence of fair summer weather. The 
only exceptions were thunderstorms on the 9th 
and the 16th, and three days of rain from the 
21st to the 2.3rd of that month. From the 
26th of August to the 25th of September, one 
entire month, the weather was extremely and 
uniformly fine, bright, and hot. Consequently, 
though the harvest was, in most places, ten days or 
a fortnight later than usual, the crops of corn were 
secured, even to the extreme north of the island, in 
the best possible condition. 

The price of wheat declined about 10s. per 
quarter in the month following the middle of 
August ; and all the wheat and flour then in bond 
(about 750,000 quarters) was entered for consump- 
tion, during the last days of August and the first 
of September, at an average duty of about 14$. 
per quarter. Thenceforward prices varied but 
slightly to the close of the year. 

What has been said of the weather during the 
growth of the corn crops of 1843 sufficiently ac- 
counts for the description generally given of them 
when gathered. In the southern districts of Eng- 
land, which were most severely affected by the un- 
favourable weather prevalent up to the ‘beginning 
of August, the yield was generally defective. .In 
the northern counties, and in Scotland, where the 
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fine weather of August and September came in 
time to exercise considerable influence on the last 
stages of growth, and the ripening ; and also in 
Ireland, where the nature of the soil rendered the 
rains and low temperature of the earlier part of the 
year less detrimental than they were on the heavier 
lands of our southern counties, the crops were 
reported to be larger and of better quality. 

The yield of the wheat harvest of 1843, both per 
acre and in the aggregate, was supposed, at the 
time, to be nearly the same as that of 1842. Nor is 
this estimate materially inconsistent with the in- 
ference to be drawn from a combined view of the 
quantities sold in the inspected markets, the amount 
of the foreign supply, and the range of prices, in 
the following year. The returns of the corn in- 
spectors show a total quantity brought to market, 
in the fifty-two weeks following the first week in 
September 1843, of 5,213,000 quarters, against 
5,078,000 quarters in the preceding year. The 
quantity of foreign and colonial wheat and flour 
entered for consumption between the 5th of August 
1843 and the same date in 1844 was only 1,606,000 
quarters, or about two thirds of the quantity en- 
tered in the year before. The average price of 
the harvest year 1843-4 was 53s. 9d., or 4s. bd. 
higher than in 1842-3. Thus, if some allowance 
be made for the effect on price of an increased rate 
of consumption (in connection with the increased 
prevalence of profitable employment) in 1843-4, 
the equality of the home supply in the two years 
appears to be tolerably well proved. 


Section 5. — diameter of the Season of 1843-44. — 
Prices and estimated Produce of Wheat. 

From the last week of September 1843 forward, 
the weather was seasonably autumnal. In De- 
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cember it was unusually mild, resembling on some 
days the fine weather proper to October : there was 
but little wind, and the barometer was mostly high. 
This mildness continued through the greater part 
of January ; being only occasionally interrupted by 
frost, and by slight falls of snow. 

In February the cold increased considerably ; and 
there was a good deal of frost and snow, with rain 
and wind ; a severe gale occurring on the 23rd. 

The weather in March was variable, but not 
unseasonable ; and in April was generally fine, 
excepting the prevalence of cold easterly winds 
during the last fortnight. "These winds continued 
almost without intermission till the 4th of June, 
when the wind shifted to the west. Excepting 
occasional showers, however, there was but little 
rain before the 25th of June, when it fell heavily ; 
and during June, though the temperature was va- 
riable, there were several warm, and a few hot 
days. 

Much rain fell in the first week of July ; but 
afterwards the weather was variable, with several 
fine days, and a good deal of rain, but not so 
heavy or continuous as to be injurious to the 
crops. 

The first fortnight of August was windy and 
wet. Afterwards the weather improved ; but the 
temperature still continued low for the season. 
The first tveek of September was fine ; but there 
was rain on the 8 th and 9th, and again on the 
15th, 16th, and 18th. The rest of the month was 
fair. Upon the whole, the two months of August 
and September, excepting about a week at the 
beginning of the former, were favourable for gatht r- 
ing and securing the crops of corn throughout the 
country. 

The wheat crop of 1844 was computed to be in 
bulk and yield the largest of all since the harv.est 
of 1834 ; and the state of the markets during the 
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following year amply confirms this estimate. The 
quantity of wheat returned as sold in the inspected 
markets in England and Wales in the year following 
the first week of September, 1844, was no less than 
6,664,000 quarters ; and the average price of the 
harvest year was only 46s. Id. per quarter.* 


Section 6 — Character of the Season of 1844-45. — 
Prices and estimated Produce of Wheat. 

The weather in October and November, 1844, was 
of the usual character ; and sufficiently favourable 
for farming operations. But the whole of December 
was characterised by a low temperature. During 
the first three weeks there was severe frost ; and 
the navigation of the Thames was impeded by ice. 
From the 30th of November to near the end of the 
year there was also a nearly constant succession of 
dry easterly winds. 

In January the weather was mild for the season, 
with a good deal of rain, till near the end of the 
month. There was a return of frost, Avith slight 
falls of snow, from the 27th to the 31st. 

During February there was more severe frost, 
and more snow, than had been experienced in the 
same month for some years before : the lotvest point 
of temperature occurring on the 11th. 

March brought no alleviation of this severity. 
The weather during the first three weeks of the 
month was marked by a lower temperature (the 
lowest occurring on the 13th), and, altogether, by 

* The quantity of foreign and colonial wheat and flour 
entered for consumption in the United Kingdom between the 
5th of August, 1844, and the same date in 1845, was only 
476,190 quarters ; and the lowest duty paid upon any con- 
siderable portion of this was 18s. per quarter. 
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G reater inclemency, than had occurred since 1814.* 
’he rest of the month was comparatively mild. 

The four months extending from the end of 
November, 1844, to the last week of March, 1845, 
may therefore be described as a long and rather 
rigorous winter. The mildness of the weather in 
January, however, deprives it of the character of 
extreme severity. 

The spring quarter, throughout the greater part 
of it, was unseasonably cold. The first three weeks 
of April were dry and very cold ; and drought was 
much complained of. The last week of the month 
was warmer ; yet less warm than is usual at this 
season. May was cold and gloomy, with a good 
deal of rain, and very little sun : hardly one fine 
bright day occurring throughput the month. 

In June the weather was fair, and in every 
respect seasonable. 

The first three days of July were rainy : the next 
three fine, bright, and hot. But the rest of the 
month was unsettled, and generally cold ; with a 
good deal of rain, and not one day of full summer 
neat. This cold and wet weather continued with 
little variation through the month of August. 

The low temperature caused the ripening process 
of the grain crops to be very slow ; but it also 
rendered the prevalence of wet less injurious, as 
it prevented the sprouting which might otherwise 
have been apprehended. 

The first fourteen days of September were dry 
and generally cold, with north-east winds ; and the 
rest of the month variable ; but with a preponder- 
ance of wet ; and was cold for the season. 

The season of 1844-5 is remarkable, and will 
long be memorable, as having been that in which 
an extraordinary disease first made itself generally 

* In 1814 there was continuous frost, with occasional fall* 
of snow, till the 21st of March. 
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manifest among the potatoes, not only in the 
United Kingdom, but over a great part of the 
Continent of Europe. When the extensive preva- 
lence of this disease first attracted public attention 
it was attributed to the ungenial character of the 
weather which had prevailed from the planting 
to the gathering of the crop. But doubts were 
thrown upon this mode of accounting for the dis- 
ease, when it was discovered to prevail equally 
in districts of the Continent of Europe, which 
had been exempt from unfavourable weather. 
And these doubts were strengthened when it be- 
came generally known that the very same descrip- 
tion of disease had existed for some time before in 
the United States of America. The existence, and 
extensive prevalence, and the probable causes of the 
disease in that country, had been matter of public 
inquiry, and had formed the subject of an elaborate 
report from the Commission of Patents, in 1844 ; 
and, in that instance, neither the climate nor the 
weather (so different from those on this side of the 
Atlantic) could be brought to account for the phe- 
nomenon. And the renewed appearance, and still 
more extensive prevalence, of the disease in the 
country, in 1846, when, as I shall have occasion to 
show, the season was, in all essential particulars, very 
different from that of 1845, goes far towards putting 
an end to the hypothesis on which it has been at- 
tempted to account for this extraordinary visita- 
tion by reference to the weather. How it is to be 
accounted for, it is no part of my present plan to 
examine, or to attempt to explain. I have here 
only to mention the facts, — that, in August, 1845, .. 
public attention was first drawn to the exist- 
ence of the disease ; and that, as the autumn ad- 
vanced, great and increasing alarm was excited 
by accounts from all parts of the kingdom, but par- 
ticularly from Ireland, of the fearful extent to 
which it was spreading. 
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The alarm felt at the great, though still partial, 
failure of the supply of potatoes, was heightened by 
reports of a deficiency of the wheat crop. And the 
character of the season, cold from the beginning 
to its close, dry and harsh in the spring, and wet 
from the time of blooming to the period of the 
harvest, could not, in the nature of things, be 
otherwise than injurious. Nearly all accounts, ac- 
cordingly, concurred in stating some deficiency as 
the result of the harvest. 

Under the joint influence of the unfavourable 
weather, of the reports of failure of the potatoes, 
and of a deficiency of the wheat crop, the weekly 
average price of wheat rose from 45s. in March 
to 60s. Id. in November, being an advance of 
nearly thirty-five per cent. But this advance was 
not maintained. 

Experience has shown that the crop of 1844, 
large as the contemporar}^ estimates of its produce 
were, exceeded the widest computation ; and a con- 
siderable surplus from it went towards covering 
the deficiency of that of 1845. 

The announcement, early in December, of the 
intention of the Government to assemble Parliament 
somewhat earlier than usual for the purpose of 
considering the Corn Laws with a vieAv to their 
repeal, combined with the general impression that 
the stock of corn in the country, together with the 
foreign supply likely to be admitted, would prove 
more than sufficient, notwithstanding the partial 
failure of the potato crop, to supply the average 
rate of consumption till the next harvest, seems 
to have induced farmers to thresh out and send 
their com freely to market; insomuch that, al 
though no foreign wheat, or none worth mention- 
ing, was entered for home consumption*, the price 

* The total quantity of wheat and flour entered for consump- 
tion between the 5th of August, 1845, and the 5th of January 
following, was 187,348 quarters. 



22 


PRICES OF CORN. 


fell through the rest of the year ; the average 
in the week ending 27 th of December having got 
down to 55 s. 4 d. And, as we are about to see, 
this fall of price continued through the following 
six months. 

The decline of the price of corn, which took place 
from November — when the movement for a repeal 
of the Corn Laws, which led to the act of the fol- 
lowing session, was first made in the Cabinet by Sir 
Robert Peel — forward, through the greater part 
of the following year, has been used to support, 
against that minister, the charge of having ex- 
aggerated the prospect of scarcity, for the further- 
ance of a preconceived political purpose. But the 
charge of exaggeration, in cases like this, in which 
so much uncertainty necessarily exists, both as 
to present facts, and as to events contingent on 
the casualties of the seasons, is easily made. It is 
hardly possible, when a view must be taken of the 
future, that there should not prove, by the event, 
to have been an exaggeration on one side or the 
other. Under the peculiar circumstances of the 
disease of the potatoes, and the deficiency of the 
wheat crop, both in this country and on the Con- 
tinent of Europe, in the autumn of 1845, I think 
the only safe course was to contemplate the more 
adverse contingencies. And if this be admitted, 
there cannot, I imagine, be a reasonable doubt, that 
Sir R. Peel was perfectly right in the view which 
he adopted of the course a government ought to 
take on such an occasion. 

The produce of the wheat harvest of 1845 was 
undoubtedly deficient, as well in bulk on the 
ground, as in the ultimate yield, and in quality.; 
and the same cause — the low temperature and 
wetness of the latter part of the season — appears 
to have injured, more or less, every other descrip- 
tion of corn. The average yield per acre over 
that portion of England south of York was esti- 
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mated, at the time, upon tolerably safe data, to fall 
short of the average of the three prev rus years by 
about one-seventh. Over the whole of the United 
Kingdom it probably ranged nearly at the level of 
the harvest of 1840. The extent of the deficiency 
was not, however, fully apparent in the state of 
the markets during the following year. The har- 
vests of 1842-3-4 having each, but especially the 
last, been unusually large, there would appear to 
have been, during the three corresponding harvest 
years, a gradual increase of the stocks on hand ; 
and all attainable evidence favours the belief that 
at the harvest of 1845 there was a larger quantity 
of home-grown corn in store in this country than 
had been so held at the same period of the year, 
since the harvest of 1835. 

It is also to be considered that, partly from 
the lateness of the harvest, and partly from the 
damp and defective condition of the grain, the 
crop of 1845 was not brought into consumption 
for three or four weeks after the usual period ; 
and also that the harvest of 1846 occurred rather 
earlier than usual ; so that the home supply of 
1845 had not, in fact, to meet the demand of an 
entire year. 

On the other hand, the rate of consumption of 
wheat in the harvest year 1845-G was undoubt- 
edly enhanced, as well by the very general preva- 
lence of profitable employment among the labouring- 
classes, as by the failure of the potato crop. 

With due allowance for the disturbing causes 
here indicated, the produce of wheat may be esti- 
mated upon the same data as before. The tot d 
quantity of wheat returned as sold in the inspect* d 
markets in England and Wales, in the fifty-two 
weeks following the first week in September, 1845, 
was very nearly 5,700,000 quarters. ,The quan- 
tity of foreign and colonial wheat and fldur'entere d 
for consumption between the 5th of August, 1845, 
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and the same date in 1846 was 2,732,000 quarters, 
or only about 250,000 quarters less than was 
entered in 1841-2 ; and the average price of the 
harvest year was 54s. 8c?. 


Section 7. — Character of the Season of 1845-46. — 
Prices and estimated Produce of Wheat. 

The weather in October and November, 1845, 
was inild and seasonable. In December it became 
very wet, and continued so throughout the month ; 
with much wind, mostly from south-west to north- 
west. This wet weather continued, with scarcely 
any cessation, during January and February ; and 
Avas accompanied Avith a temperature unusually 
high for the season. In short, the Avinter extend- 
ing from the commencement of December, 1845, 
to the close of February, 1846, Avas the mildest 
Avhich had occurred in this country since that of 
1 82 1-2.* And the spring months of April and May 
were of corresponding mildness. A feAV days in 
the latter end of April, of cold easterly Avinds, 
formed the only exception to the general character 
of the season Avorthy of notice. 

The extreme mildness of the Avinter of 1845-6 is 
not only remarkable as an extraordinary fact in me- 
teorology, but also as having had an important influ- 
ence in mitigating the effects of the partial failure of 
the potato crop, and of the deficiency of the Avhcat 

* In both these winters there was no native ice, not, at 
least, in the southern division of the kingdom. And it wa^ 
the total absence of a provision of this luxury for the coming 
spring and summer that led, in the early part of 1822 , to the 
importation of two or three cargoes from Norway. Ice has 
since become an article of regular import into this country, not 
only from Norway, but now, in even larger quantity, from 
Boston in the United States, known as the Wenliam Lake ice. 
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crop. But little consideration is needed to show 
how great a saving of potatoes and corn is caused 
by an open, as contrasted with a severe, winter. 
In the former, cattle, sheep, and pigs, may be kept 
out and subsisted on green food and turnips so 
much longer. It is also to be observed that in the 
winter of 1845-6, though potatoes were scarce and 
dear, turnips, and all other esculents, were abun- 
dant, and cheap. Indeed, it was with difficulty 
that the turnips could be fed off in the course of the 
spring ; and it was said that, in several instances, 
farmers allowed their neighbours to send in sheep 
to assist, gratuitously, in feeding off the surplus 
stocks. The abundance of turnips, and of beetroot, 
and cabbages, and turnip-tops, also added to the 
supply of human food, in aid, and to the great 
saving, of the consumption of bread. It is just 
that these circumstances should be borne in mind 
in judging of the conduct of Sir Robert Peel with 
reference to the food question in the autumn of 1 845. 
He has been charged with having, in November and 
December, exaggerated the extent of the scarcity. 
If, however, instead of a remarkably open winter, 
and a forward spring, the winter had been one of 
such severity as has sometimes been known, and, 
as an almost necessary consequence, the spring had 
been cold and backward, the period would have 
been one of dearth ; and ministers, had they re- 
mained passive, would have been fairly blamed by 
their opponents for not having adopted measures of 
precaution against so obvious a contingency. 

In the two last days of May, and the lirst three 
weeks of June, there prevailed the greatest degree 
and the longest continuance of hot weather that 
have occurred in the present century at so early 
a period of the summer. 

The latter part of June and the whole of July 
were variable, and of a lower temperature; but V ith 
a full proportion of fair and seasonable weather. 
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There were some very heavy storms of thunder 
and lightning, hail and rain, in different parts of 
the country ; but these were generally confined 
within narrow limits. 

The wetness of the autumn of 1845, and of 
January, and a part of February, 1846, had very 
much interfered Avith the sowing of wheat ; ana, 
so far, rather impaired the prospect of a large crop. 
But the fonvardness, and the genial character of 
the spring, and the generally favourable appearance 
of the plant, combined Avith the prospect of the 
admission at a low duty of all the corn then in 
bond, had the effect of depressing the markets as 
the season advanced. The Corn bill received the 
Jioyal Assent on the 26th of June ; and immedi- 
ately on the new duties coming into operation, the 
whole quantity of foreign and colonial Avheat and 
flour then in bond, amounting to more than 
2,000,000 quarters, Avas entered for home consump- 
tion. In the third Aveek of June the weekly ave- 
rage price Avas 52s. 2d., and in the Aveek ending 
the 15th of August it had fallen to 45s. It/. 

On the 1st of August, 1846, London, and its 
immediate vicinity, Avere visited Avith the most 
violent and long-continued and destructive storm 
of hail and rain, of Avhich there is any record. 
The Aveather in the remainder of the month Avas 
favourable to the ripening and securing of the crops 
of grain in the southern division of the kingdom. 
But during the first three Aveeks of August the 
Aveather in Yorkshire and to the nortlnvard of that 
county Avas Avet and close, and there were, in con- 
sequence, complaints, in those districts, of the 
sprouting of the Avheats. 

Early in August the failure of the potato crop 
Avas again apprehended ; and as the season ad- 
vanced the Avorst apprehensions Avere more than 
realised. This circumstance Avas of itself calculated 
to enhance the value of wheat. At the same time 
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the results of the corn harvest of 1 846 were vari- 
ously reported. 

For the last ten days of August, and through the 
greater part of September, the weather was generally 
fair, and admitted of the crops in the northern 
districts of the country being secured in good order. 

As the autumn advanced the impression that the 
yield of the wheat harvest was, on the whole, 
deficient to a considerable extent, became very ge- 
neral. In some districts the produce, per acre, was 
estimated to be very large, in others it was said to 
be miserably deficient ; and the common average, 
according to the best estimates, but little exceeded 
the yield per acre in 1841. The aggregate pro- 
duce, in bulk, probably fell short of that of the 
harvest of 1845 ; but the grain being of a much 
better quality, it commanded a higher relative 
price, apart from measurement. 

The comparative deficiency of the stock on hand, 
the prospect of a large extra demand, to supply the 
deficiency of the potato crop, and the improved 
quality of the grain, combined to i*aise the price, 
till, in the week ending the 7tli of November, the 
weekly average reached 62*. Sd. But though the 
failure of the potato crop, to a very great extent, 
was, by that time, placed beyond doubt, this ad- 
vance was not quite sustained ; and the price de- 
clined during the next few weeks, and afterwards 
ranged at about 60s. down to the close of the year : 
when it was 61*. 6</. 

The state of the markets for grain in the ensuing 
year leads to the conclusion that the actual defi- 
ciency of the supply of wheat in the autumn of 1846 
was much greater than was generally supposed at 
the time. During the first four months following 
the first week in September, the quantities of home- 
grown wheat returned as sold, weekly, in the in- 
spected markets in England and Wales, were greater 
than during any similar period before, Thence- 
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forward, however, they dwindled rapidly; and in 
the last three months of the harvest year were 
extremely small. The following comparison of 
the quantities sold, and the average prices, in each 
of the four periods, of thirteen weeks each, extend- 
ing from the 29th of August, 1846, to the 28th of 
August, 1847, will show how irregularly the home 
supply was distributed over the whole period. 




Quantity returned 




as sold in the 

Average 



inspected markets. 

Prices. 



qrs. 

s. d. 

1 st quarter, 

to 28th Nov. 1846. 

- 1,891,561 

56 9 

2d 

27th Feb. 1847. 

- 1,618,773 

67 10 

3d „ 

29th May, „ 

- 1,258,383 

80 6 

4th „ 

28th Aug. „ 

594,479 

79 5 


The aggregate quantity thus sold Avas 5,663,000 
quarters ; and the quantity of foreign and colonial 
wheat and flour imported betAvecn the 5th of August, 
1846, and the same period in 1847, Avas 2,458,000 
quarters. The foreign supply of bread-stuffs, 
hoAvever, during this period (particularly in the 
shape of Indian corn, and the meal of that grain, 
and of barley and oats) Avas much greater than 
might be interred from this statement. A more 
particular account Avill be found in the Appendix. 

The average price of the harvest year 1846-7, 
computed from the Avcekly averages, Avas 71*. 2 d. 

The apprehended approach of scarcity in the 
autumn of 1846, from a cause [the potato failure] 
common to the United Kingdom and a great part 
of continental Europe, tended to direct public at- 
tention, someAvhat more strongly than usual, to the 
result of the harvest in the neighbouring countries. 
It soon became apparent that in the central and 
southern parts of Europe the corn crops Avere 
generally deficient ; and that they were especially 
so in France, Holland, and Helgium.* In these 

* The deficiency was materially augmented in the centre, 
west, and south-west of France, in October 18 46, by floods, 
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countries, also, the potato disease was prevalent, 
though less so than in the preceding year ; and 
thus the demand for grain food was, as in our own 
case, increased concurrently with a reduced supply. 
The • prices of corn consequently rose, in the con- 
tinental markets, soon after the conclusion of the 
harvest, and ranged, during the autumn, higher 
than in this country. 


Section 8. — Character of the Season of 1 84(1-47. — 
Prices and estimated Produce of Wheat. 

The weather during October, and nearly the 
whole of November, 1846, was favourable to 
farming operations. In the last few days of No- 
vember, and during the whole of December, it. was 
extremely cold: the winter setting in early, and 
with much severity. 

In January, the temperature became rather 
higher; and, though there were occasional falls 
of snow, it did not lie, and the frost was neither 
severe nor continuous. 

From the end of January to the middle of March 
the cold increased, attaining its greatest intensity 
in the first, fortnight, of March; and during this 
period some heavy falls of snow and severe frosts 
occurred. 

The latter half of March, and the greater part 
of April, though cold, were fair and seasonable. 

arising from heavy and continuous falls of rain in the uppei 
districts of the country. Tins inundation seems to have fol- 
lowed, chiefly, the \ alley of the Loire. That river was said to 
have risen as much as twenty feet in one night ; and the bridge 
at Orleans, as well as an extensive viaduct, then recently 
erected between Orleans and Vier/.on, wcit swept away. The 
total loss sustained by these floods, principally in agricultural 
produce, was estimated at nearly 1,(MK),(KK)/. sterling. 
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Down to the 26th of April there was not a single 
day of such warmth as is sometimes felt even in 
March ; and during the same period there was 
little or no rain. Thenceforward, till about the 
middle of May, much rain fell; the temperature 
continuing low for the season. 

In the third week of May, the weather became 
fair, and improved rapidly ; and towards the end 
of the month the heat was greater than I remember 
it to have been in any previous year at the same 
period. The weather was less warm after the first 
two or three days of June, but continued dry till 
the 14th of that month. It then became variable ; 
but, on the whole, not unseasonable ; and July 
may be fairly described as a month of fine summer 
weather, with many bright, and some hot days. 

With the exception of a few days of unsettled 
weather in the last week of July, and the first of 
the following month, and a diminished tempera- 
ture, the weather continued to be generally favour- 
able till the end of August ; and the crops of com 
were secured in good condition, in nearly every 
part of the southern division of Great Britain. 

In September there was rather more wind tlian 
usual, and occasionally strong gales ; but' the wea- 
ther was generally dry, and, altogether, was fa- 
vourable to the harvest in the northern division of 
the island. 

The great rise of prices at the commencement of 
the harvest year 1846-7, (as marked by the advance 
of 18s. per quarter between the weekly average of 
the 15th of August, and that of the 7th of No- 
vember,) though caused chiefly by the estimated 
deficiency of the home supply in proportion to 'the 
probable demand, was undoubtedly accelerated by 
the state of the corn markets on the Continent, and 
by the indications of approaching scarcity afforded 
by the acts of the French, Dutch, and Belgian 
governments. Early in the autumn, the ports of 
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those countries were opened for the importation 
of all kinds of grain, free of duty. It also became 
known, about the same time, that the French go- 
vernment had given orders for large purchases of 
corn abroad. Hence their prices and ours rose 
nearly on a level. 

The upward tendency was checked in France, in 
November, by a public statement, in a report by the 
Minister of the Interior, that there was no sufficient 
ground for the prevailing alarm, and the consequent 
high prices, and that large supplies by importation 
would shortly be forthcoming. In this country 
the progress of the advance was arrested partly by 
the effect of this announcement on the continental 
markets, and partly by the accounts received about 
the same time from the corn exporting countries, 
and particularly from the United States of America, 
of enormous supplies being available at the prices 
then current. 

Before the close of the year, however, the de- 
ficiency of the wheat crop in the south of Europe, 
and particularly in the south of France, and, in 
a still greater degree, of rye, and the spring corn, 
generally, on the Continent, gave a fresh impulse 
to the rise of prices there. This renewed rise 
in the continental markets, combined with the 
alarming accounts from Ireland, and also from 
Scotland, of the necessity for large importations 
of grain and meal to avert impending famine, 
caused a further advance of the average price 
in this country; and in the week ending the 
1st of April, 1847, it reached 77 s . ; when there 
was again a pause, and a slight recession during 
the four following weeks. But about the end of 
April, the smallness and diminishing amount of 
the supplies from our own farmers began to ex- 
cite much attention ; and the backwardness of the 
spring, together with accounts from- France aful 
Belgium of a further rise in their markets, such 
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as placed their prices above ours, and the receipt 
of numerous orders for purchases in this country 
for shipment to the Continent, combined, with fears 
of the exhaustion of the home supply, to produce 
considerable excitement in the com trade: inso- 
much that, notwithstanding the extreme pressure 
on the money market at that time, the weekly 
average price of wheat rose rapidly till the last 
week in May ; when it reached an average of 
1025. 5 d* ^ 

The more favourable weather of the latter half 
of May, and the arrival of large foreign supplies, 
caused a gradual fall of prices from the beginning 
of June to the middle of July, when the weekly 
average price of wheat had declined to 74s. 

The averages rose, a few shillings, under the 
threatened change of weather at the end of July ; 
but the importations continuing on a scale beyond 
precedent, and the weather and the growing crops 
resuming a better appearance, prices again declined. 

About the middle of August, favourable ac- 
counts being received of the harvest in most parts 
of the kingdom, and on the Continent, the quan- 
tity of corn imported also continuing to be very 
great, and the imports concerning the potato crop 
agreeing as to a general and decided diminution of 
the disease, the fall of prices became more rapid ; 
and on the 18th of September the average had got 
down to 49s. 6<Y.f It rose in the following week 
to 53s. Gd., and has ranged nearly at that level 
thenceforward to the present time. 

* During the height of the excitement a sale was made, in' 
the Uxbridge market at 124s. and, in Mark Lane, one at 115*/ 
per quarter. 

f The difference between the highest and the lowest. weekly 
average price of the year was 52a. 1 Id., and the fall took place in 
sixteen weeks : the average of the 29th of May having been 
102s. 5d., and that of the 1 8th of September, as above stated, 
495. Gd. 
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The most careful estimates of the wheat crops of 
1847 lead to the inference that the yield per acre 
was somewhat greater than in the two previous 
years ; and was rather over than under an average. 
In point of bulk and tallness of the straw, and con- 
sequent weight of the sheaves, in some considerable 
districts, it was very remarkable, and, perhaps, never 
surpassed. Hence the produce in yield of flour 
was likely to be overrated, for, as usual in such 
cases, the size of the ears was not equal to what 
it sometimes is, when the plant is thinner on the 
ground, and shorter. 

The breadth of land sown, particularly with 
spring corn, under the influence of the high prices 
prevailing at that season, would appear to have 
been greater than in any previous year. In Ire- 
land, and in those districts of England and Scot- 
land in which the consequences of the potato 
failure of the two previous years had been most 
severely felt, corn was extensively substituted for 
potatoes. 

The quality of the grain has been reported to be 
generally good, with the exception of that raised in 
some parts of the south of England, where blight 
was complained of a week or two before the 
harvest, and the grain, when cut, appeared thin in 
the ear, and prematurely ripe. 

From the - first week in September the weekly 
returns of the quantities sold in the inspected 
markets in England and Wales exhibited a gradual 
increase, as compared with the small supply of 
home-grown corn brought to market in June, July, 
and August. The average quantity sold, Weekly, in 
the aggregate, as returned during those three 
months, was about 45,600 quarters, or considerably 
less than during any similar period since these re- 
turns have been made. In the first w r eek ofiSeptem- 
ber the sales amounted to 55,427, and in the fourth, 
to 96,895 quarters ; and the average of four con- 
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secutive weeks in October was upwards of 112,000 
quarters weekly. In November the average did 
not exceed 90,000 quarters. Afterwards the im- 
portations fell off, and the quantity of home-grown 
wheat brought to market again increased. 

It would appear, from the great reduction of the 
home supply during the last quarter of the harvest 
year, that the stocks of wheat in this country were 
much more nearly exhausted at the period of the 
last harvest than in any previous year of which we 
have a record sufficient to afford a comparison ; 
and this inference is confirmed by the opinions 
most prevalent in the corn market. 

It is obvious, however, if only from the experience 
of the year before, that the extent of the subsequent 
increase of the weekly sales of home-grown wheat 
cannot be held to afford any definite indication of the 
actual results of the last harvest. For though the 
crop of 1846 was undoubtedly deficient, the quantity 
of wheat sold in the inspected markets in the first 
three months after the harvest was much greater 
than in any similar period before ; and, as has been 
shown, actually comprised more than one-third of 
all that was so sold during the harvest year. 

On the other hand, it is to be observed that the 
quantities of imported wheat and flour introduced 
into the home market in the first three months after 
the harvest were very much larger in 1847 than in 
1846*; the difference being sufficient, indeed, to- 
gether with the range of prices, to afford support 


* The quantity of foreign and colonial wheat and flour 
imported at eleven of the principal ports of Great Britain only, 
according to the weekly returns from the Custom House, during t 
the thirteen weeks ending the 24th of November, 1847, was 
1,709,400 quarters. The quantity of home-grown wheat re- 
turned as sold in the 290 inspected markets of England and 
Wales in the thirteen weeks ending the 27th of November was 
1,243,700 quarters ; and the aggregate average price for the 
quarter about 53$. 8c?. 
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to the inference that the home supply has been, in 
the present year, held back, to some extent, in the 
expectation that when these large importations 
should cease, prices would assume a higher level.* 

I^ec. 6. 1847. 


Section 9 On the Variation of the Supplies of 

Wheat from. Ireland. 

There was a remarkable deficiency in the quantity 
of wheat imported into Great Britain from Ireland 
in 1839, and the three following years, as compared 
with the years immediately preceding and follow- 
ing these. 

Of the precise causes of the deficiency we have 
no direct evidence. But if the annual official re- 
turns, as made up in the ordinary manner, be 
converted into returns for the harvest years, by 
adding the importations during the last quarter of 
each astronomical year to those of the three first 
quarters of the year following, it becomes apparent 
that the deficiency has relation to the Irish harvests 
of the four years from 1839 to 1842 inclusive. 

The following were the quantities of wheat, ap- 
parently of the produce of each year’s harvest, 
imported from Ireland into Great Britain during 
the ten years preceding the 5th of October, 1845, 
with the average prices of the harvest year (com- 
puted from the first week in August forward), in 
England and Wales : — 

qrs. s. d. qrs. s. d. 

1834- 35 - 625,567 41 5 1840-41 - 192;885 63 6 

1835- 36 - 705,593 42 8 1841-42 - 216,204 63 4 

1836- 37 - 457,435 55 0 1842-43 •• 310,344 49 4 

1837- 38 - 590,842 57 10 1843-44 - 467,800 53 9 

1838- 39 - 332,270 71 8 1844-45 - 729,812 46 7 

1839- 40 - 174,650 68 0 

* For further information, down to the close of the year; 
see the Appendix. 



36 


PRICES OF CORN. 


The average annual quantity of wheat of Irish 
growth added to the British supply in the first four 
years was, therefore, about 594,600 quarters. 

In the second period of four years the annual 
average was reduced to 229,000 qrs. 

If the two years, 1836-7 and 1837-8, immedi- 
ately preceding this period of deficiency, be regarded 
separately, it will be observed that the supply from 
Ireland and the price in England varied nearly 
together ; and ’ if the comparison be extended to 
the two years, 1842-3 and 1843-4, immediately 
following that period, it will be seen that there 
is a similar correspondence: the amount of the 
supply, and the average price in the market to 
which it was brought, rising and falling together, 
with remarkable regularity. 

The reduction of the supply, when contrasted 
with the concurrent high range of prices in England, 
during the four years intervening (1838-41), leads 
irresistibly to the conclusion that the wheat crops 
of those years were deficient in Ireland as well as 
in Great Britain ; and thence tends to support the 
inference that the causes of the deficiency are re- 
ferable to the character of the seasons ; which would 
thus appear to have been similar in their nature, 
and to have operated with nearly equal effect in 
both countries. 

It will also be observed, that the two years 1835 
-6 and 1844-5 agree in the coincidence of an un- 
usually large supply from Ireland with an unusually 
low price in this country. Hence it would appear, 
that in those years, also, the general character of 
the Irish harvests was nearly the same as that of 
our own. 

Were the common cause of fluctuation, thus 
apparently in operation simultaneously in both 
countries, to be found in a variation of the breadth 
of land sown with wheat, cori’esponding fluctuations 
of an opposite character would be observed (or at 
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least might be fairly expected) in the Irish supplies 
to this country of other descriptions of grain. But 
an examination of the official returns as to the 
only other descriptions of grain imported from 
Ireland during the ten years referred to, in any 
considerable quantity (oats and barley), affords no 
confirmation of any such surmise: the supplies of 
other grain having, in fact, exhibited variations 
similar to, though within a narrower range than, 
those already observed as to wheat. 


Annual average. 

Quantities imported from Ireland 
into Great Britain. 

Oats. 

Barley. 

In the two years 1837-8. 

In the four years 1839-42 

In the two years 1843-4. 

Qrs. 

1,790,353 

1,417,817 

1,535,933 

Qrs. 

181,970 

70,868 

100,551 


It would therefore appear, upon the evidence 
afforded by these returns, that the wheat crops in 
Ireland were not only generally as deficient in the 
four years 1839-42 as those in this country, but 
that the deficiency was due to a similar cause : a 
succession of unfavourable seasons. 


Section 10 — On the probable future Course of the 
Prices of Wheat in the United Kingdom. 

The future course of prices is dependent on com 
tingencies of such magnitude and uncertainty, that 
any one, however extensive his experience or means 
of information, would justly be open to the charge of 
presumption if he were to offer a confident opinion. 

VOL. IV ^3 








88 


PRICES 07 COSH. 


Too great allowance can hardly be made for the 
possible influence of the seasons. The effect of a 
single season like that of 1816, the inclemency of 
which extended over nearly the whole of Europe, 
and rendered the crops of corn of all kinds greatly 
deficient, and raised the price of wheat both in* 
this countiy and in the principal consuming coun- 
tries of the Continent above 100s. per quarter, is 
scarcely susceptible of previous estimate. So also 
the singular and afflicting visitation of the potato 
disease (which is obviously a casualty connected 
with the season, however it may be accounted for) 
has had the effect of raising the price of wheat nearly 
as high as it was in 1816-17. The occurrence of 
such casualties must necessarily disturb and defeat 
all attempts at reasoning, with much probability of 
proving to be right, on the course of future prices. 
If the potato disease should continue, although in 
a mitigated form, it will exercise more or less 
influence on the prices of com by the extra con- 
sumption thus thrown on wheat and other bread- 
stufls, and thus counteract, possibly for some 
time, the tendency to cheapness which may be 
anticipated from more propitious seasons, combined 
with the improved and extended cultivation to 
which recent high prices will have offered an 
inducement. 

If, however, barring the occurrence of such ex- 
traordinary visitations as occurred at the close of the 
last and in the early part of the present century, 
and in 1816, and more recently in 1846-7, 1 were 
called upon to hazard a conjecture as to the pro- 
bable range of the prices of wheat, it would be to 
this effect. ^ 

Assuming the weekly averages to be collected 
as at present, I should expect that the whole fluc- 
tuation would range between 60s. and 30s. per 
quarter. 
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My reasons for assuming this as the probable 
range of fluctuation are : — 

1. As regards the maximum. 

This is derived from a careful view of the prices 
of corn, and the circumstances connected with 
the com trade, in the interval between 1818 and 
the close of .1846. Taking into consideration the 
peculiar operation of the corn laws, which made 
an advance to 80s. till 1828, and to 73s. till 1846, 
the condition of our receiving a foreign supply, 
in the event of a decided deficiency of the home 
growth, it appears to be a reasonable conjecture 
that, but for that peculiar operation, and supposing 
that the ports had been open for importation at the 
duty of Is., there was no one occasion on which 
the price would have risen above 60s. 

2. As regards the minimum. 

In the interval between 1831 and 1836 the crops 
of com on the continent of Europe were (with the 
exception of a deficiency of the rye crops in Russia 
in 1835) generally abundant, as they also were in 
this country ; and if, under those circumstances, our 
ports had been open for importation at Is. duty, I 
think that the price, instead of 36s. at which it 
stood in the last week of December, 1835, and the 
first week of January, 1836, might have fallen to 
30s. Lower than that it would hardly have gone. 
The country being then in a flourishing state, 
the population fully employed, manufacturing pro- 
fits unusually large, and the rate of interest low, 
the probability is that the fall would have been 
checked by speculative investments; by which I 
mean that capital from sources extraneous to the 
corn exchange would have been embarked in it ; 
distinguishing such investments from ordinary spe- 
culative purchases on credit, which could only be 
held till the limits of credit were reached, when 
sales, made of necessity, would entail a fall greater 
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than the rise which had been caused by the pur- 
chases. 

The medium or pivot price would thus be 45s. 
At any thing materially below this rate there would 
be a tendency to accumulate stocks in the hands 
of farmers, and importers, and speculators ; and this 
accumulation would have a strong tendency to 
check any considerable advance from deficiency of 
crops, unless of an extraordinary character. 

Taking the question of conjectural price in an- 
other point of view, it appears to me that there are 
the strongest grounds for believing that an average 
of about 45s. may be considered as a rate which 
will be consistent with keeping up and gradually 
extending cultivation in the United Kingdom, and 
at the same time admitting of such an importation 
of foreign corn as, with our own growth, will 
fully meet the wants of an increasing population. 

There is, however, one other consideration which 
must not be lost sight of in any view to future 
prices; and that is the value of gold. I believe 
that the circumstances operating upon the supply 
of gold, relatively to the demand for it in the 
markets of the world, have been for many years 
past such as to preserve it at a nearly constant 
value. At least there have been no indications, 
taking the ordinary tests, of any material variation. 
But there are in prospect causes which may produce 
a considerable alteration. The most important of 
these is the extraordinary production of gold in 
Russia. In the Appendix will be found the latest 
account that I have been able to obtain of the 
quantity produced in that empire. 

If the produce should continue only to be annually 
what it has been in the last year, and still more if 
it should increase in any thing like its recent rate 
of progression, while other sources of supply may 
be assumed to be not likely to fall off, there can 
hardly fail to be, ere long, a sensible change in the 
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value of money, properly so termed — though not in 
the stock-exchange sense of the word. 

If the quantity of gold relatively to its uses should 
increase so as sensibly to affect its value, while the 
production of silver should be comparatively sta- 
tionary, the diminished value of gold will be 
perceived not only in an increased price of com, 
and of labour, and of commodities generally, but 
in an increased price of silver, and our par of 
exchange will be reduced with foreign countries 
whose standard is silver. At the same time it is 
not unreasonable to contemplate the probability, 
on general grounds, of an increase of the produc- 
tion of silver from the American mines, which 
might keep pace with the increased produce of 
gold in Russia. In this case there might be no 
very perceptible difference in the relative value of 
the two metals, and our par of exchange with the 
states of the Continent of Europe would not be 
sensibly varied. 

These are considerations, however, which it is 
not within the scope of my present purpose to 
pursue. 
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PART II. 

ON THE PRICES OF PRODUCE OTHER THAN CORN. 

Since the previous volumes of this work were 
written, much additional attention has been given 
by mercantile men to its subject ; and the result 
is seen in a diminished tendency to refer general 
fluctuations of the prices of produce to changes 
in the amount of the circulation, or in the rate 
of interest. The large class of circumstances 
affecting prices, apart from the state of the circu- 
lating medium, and arising from variations of the 
relation of supply to demand, are now commonly 
and justly regarded as of primary importance. But 
the errors which it has been the principal purpose 
of this work to expose, are still entertained by a 
large part of the mercantile community, as portions 
of a once generally prevalent theory of the cur- 
rency ; and have, therefore, still sufficient import- 
ance to warrant a careful consideration of them 
in a history of prices during the eight years ex- 
tending from the close of 1839 to that of 1847. 

It need scarcely be remarked that the period 
referred to is one of considerable interest. Besides 
the abolition of the law limiting the importation 
of foreign corn, which belongs to the preceding 

{ >art, and the repeal or reduction of the duties 
evied on the importation of most articles of foreign 
produce entering largely either into the food of 
the people or the materials of our principal manu- 
factures, changes have taken place in the mo- 
netary and commercial affairs of the country, of 
a character perhaps more important in reference 
to the investigation of the laws governing the 
relation of the currency to prices, than are em- 
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braced in any similar period since 1819; previous 
to which period the connection of the currency 
with prices was complicated by reference to the 
supposed influence of the war, and the Bank re- 
striction. How these changes bear upon the subject 
will become apparent as I proceed. 


Section 1 . — On the concurrent Variations of Prices , 
the Circulation , and the Rate of Interest , from the 
Close of 1839 to the Autumn of 1844. 

Notwithstanding the extreme depression which 
had marked the closing months of 1839, the year 
1840 opened with some slight symptoms of return- 
ing prosperity. 

On the 10th of January the Bank of England 
reduced its rate of discount from 6 to 5 per cent. 

This expansion of the currency, as it was called, 
gave a temporary animation to the markets for 
manufactures and other produce, under .the influence 
of the common opinion of the connection of the 
money market with the prices of commodities. 
But it turned out, as usual, that there was no 
ground for that opinion ; and as the spring ad- 
vanced the aspect of affairs was materially altered. 

The high prices of food, of nearly every de- 
scription in ordinary use, but particularly of bread, 
meat, sugar, and tea, already limited very con- 
siderably the demand for manufactured goods in 
the home market ; and as the year advanced, the 
additional exports to the countries, whence we 
had recently drawn sqpplies of grain were found 
quite insufficient to fill up the vacuum thus created. 

Early in the summer the prospect of hostilities 
with the United States, and, somewhat later, the 
threatening aspect of our relations with * France, 
tended strongly to increase the prevailing dis- 
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position of mercantile men to contract their 
engagements. This disposition was probably fur- 
ther increased by the circumstance that on the 
15 th of October the Bank of England, not finding 
the reflux of bullion to be so great as had been ex- 
pected, reduced the date of bills admissible for dis- 
count from ninety-five to sixty-five days. And a 
review of the year at its close exhibits, on the whole, 
throughout its course, a decided increase of the de- 
pression observed during the two previous years. 

With the exception of the speculation in tea, 
noticed in the last volume, which began in 1839, 
and may be said to have reached its climax about 
the middle of January, 1840, and an enormous 
increase in the price of sugar available for con- 
sumption in this country, resulting from the failure 
of the supply from the West Indies, the markets for 
produce were dull, and prices, generally, declining, 
under a diminished demand, during the whole year. 

The circulation of the Bank of England was 
lower in 1840 than it had been for some years 
before. The amount scarcely exceeded 18,000,000/. 
even for a single week after the payment of the 
dividends in January and July; and the general 
average of the year was not more than 16,800,000/., 
or about half a million less than that of 1839, and 
fully two millions less than that of 1838. 

If we compare the prices of the principal articles 
of produce other than corn in 1840, with the 
prices of 1838, we find a considerable diversity of 
movement ; but no part of it is explicable by re- 
ference to any supposed influence of the currency. 
Some articles of importance, as hemp, tea, coffee, 
sugar, and rum, had risen in price, and others, '^as' 
cotton and indigo, had fallen ; while timber, 
tallow, raw silk, and wool, were nearly the same as 
in 1838. To explain these changes by reference 
to corresponding changes in the amount of the 
circulating medium would be impossible, for ac- 
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cording to the Currency theory, seeing that the 
circulation had been reduced, prices should have 
fallen, while, if there be a preponderance, it is 
decidedly in favour of higher prices. But a refer- 
ence to each article in the relation of supply and 
demand will account for them at once. 

1841. — In the first months of 1841, as in the 
preceding year, there was a somewhat general feel- 
ing of hope prevalent that a revival of trade was 
about to take place. The raw materials of our manu- 
factures, generally, were observed to be low in price; 
the manufacturers on the continent were known to 
be even more depressed, and more crippled in their 
resources, therefore less capable of meeting efficiently 
any revival of the usual demand in markets open 
io both, than our own; and the demand for manu- 
factured produce, both at home and abroad, had 
been so long below an average level, that its in- 
crease, at no distant period, was deemed almost 
certain. Commercial credit had everywhere been 
brought within narrow limits ; and there seemed to 
be no longer any sufficient ground for the prevailing 
want of confidence in the results of commercial 
transactions conducted with ordinary prudence. 

On the 3rd of January, 1841, the Bank of 
England withdrew the restriction imposed in 
October, 1840, upon bills admissible for discount, 
and restored the term to ninety-five days. 

The quarterly accounts of the Bank, made up 
to the end of January, exhibited a remarkable 
coincidence with those of the previous year at the 
same period; but they were in so far improved 
that, in the interval, the debt to the bankers of 
Paris had been liquidated. 

The stock of corn in the country at this period 
was considered tp be much larger than it had 
been in January, 1840. 

The receipt, in April, of news of Captain Elliott’s 
preliminary arrangement with the Chinese autho- 
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rities at Canton, promising a speedy and satisfactory 
conclusion of hostilities, with the consequent fall in 
the price of tea ; and a fall, nearly simultaneous, of 
some 20 per cent in the prices of sugar and coffee ; 
together with the pacific tone of the inaugural 
address of General Harrison, and its repetition, soon 
afterwards, by Mr. Tyler, were all circumstances 
calculated to encourage hopes of the approach of 
an improved state of things. 

But as the summer advanced it became evident 
that the continued high price of corn and cattle, 
together with the general scarcity of employment 
for the labouring population, precluded any material 
improvement for the present ; and the reports 
from the manufacturing districts grew gradually 
more gloomy than ever. Towards the close of the 
summer, it was ascertained that the consumption 
of raw materials in our principal manufactures 
was proceeding at a rate considerably lower even 
than that of the previous year. 

During the latter half of 1841 the general de- 
pression rather increased than diminished; and at 
its close, though the pressure upon commerce had 
not then reached its maximum, the distress ex- 
perienced by almost every class of producers, and 
more particularly by the operatives in the manufac- 
turing districts, was probably greater than at any 
other period, as being yet wholly unrelieved by any 
definite prospect of improvement. 

The circulation of the Bank of England was, on 
an average, rather higher in 1841 than in 1840; 
being about 17,000,000?. 

The Bank rate of interest, for discounts and ad- 
vances, was kept, throughout the year, at 5 per 
cent ; and the market rate for the best bills ranged 
from 4£ upwards to that point. 

The markets for produce presented, all through 
the year, a dull uniformity of appearance : want of 
confidence in the future, even for a few months, 
preventing all speculation, and prices, generally, 
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tending downwards, under the influence of a still 
further reduced demand for nearly every article of 
common use. 

1842. — The most remarkable circumstance to be 
observed in the first months of 1842 was a strong 
tendency to a further reduction of the rate of in- 
terest. In January the brokers’ rate of discount, 
for unexceptionable bills, was about 4£ per cent ; and 
in March it had fallen tc 3£. The Bank of England, 
by the usual notice in February, offered advances 
at 4 per cent ; and early in April this rate was 
extended to discounts. 

During the first months of the year several 
important branches of our foreign trade were held 
in suspense by the uncertainty attending the fate 
of the tariff proposed by Sir R. Peel at the opening 
of the session. 

Towards the close of the spring some signs of 
returning prosperity became distinctly visible. It 
was evident that commercial operations were again 
being extended — slowly, and for some time with 
but little effect on the apparent condition of the 
community — but the movement was observable in 
several directions ; and especially in a gradually 
increasing demand for capital. And when, as the 
summer advanced, it became generally known that 
the harvest was likely to prove better than any 
that had been gathered in this country for several 
years, the improvement was perceptibly though 
slightly accelerated. 

As the result of the harvest became more certain 
com fell considerably in price ; and large orders 
began to come in to the manufacturing districts. 

The supply of floating capital became at this 
unusually large. Fora week or two in August the 
best bills were readily discounted at per cent. 
And there was a general feeling of confidence in 
an approaching termination of the period of general 
depression. 
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This confidence was checked and diminished for 
a time by the disturbances in the manufacturing 
districts, which, beginning in the midland counties 
in June, had spread, before the first week in 
August, to Lancashire, Yorkshire, and the west of 
Scotland. But these were not of long continuance, 
and were suppressed with little if any violence. 
And when tranquillity was restored in the disturbed 
districts, the work-people, — their means being en- 
tirely exhausted by want of employment, and the 
long previous high prices of food, and other neces- 
saries, — readily met the renewed offers of employ- 
ment which the manufacturers, finding their stocks 
materially reduced by the increasing demand and 
the long cessation from work, were enabled to offer. 

These circumstances, if taken in combination with 
the assurance of abundant grain crops, the news of 
the Chinese Treaty, the settlement of the com laws 
and the tariff, and a great fall in the prices of cattle, 
may be regarded as having opened, in the last 
quarter of 1842, the prospect of revived prosperity 
which was realised in the spring of the following 
year. 

Excepting a few weeks at the end of 1842 the, 
markets for produce other than com may be said 
to have retained, during the whole of the year, 
the quiet and drooping character observed in those 
of the previous year. The only striking exception 
was seen in the article of indigo, the price of which, 
in consequence of reports from India of a deficient 
crop, rose considerably during the autumn.. 

The market rate of discount for unexceptionable 
bills fell, steadily, with the exception of the temporary 
decline in August, already mentioned, from 4£ per' 
cent in January, to about 2^ per cent in December ; 
and during the same period the interest charged 
upon the periodical advances of the Bank was 
reduced from 5 to 3^ per cent. 

The note circulation of the Bank of England, 
for the year, averaged about 19,000,000/., or fully 
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two millions higher than in the previous year. 
But, what is, perhaps, more important with refer- 
ence to the present subject, it was increased to a 
greater extent, and more rapidly, during a few 
months of this year, than in any similar period 
before. The average circulation, taken upon a 
period of four weeks in January, was, in round 
numbers, about 16,000,000/. : in November it had 
attained an average level scarcely short of 
20 , 000 , 000 /. 

It is particularly remarkable, in reference to so 
sudden and large an increase in the amount of 
Bank of England notes in circulation, that a com- 
parison of the prices of all the more important 
articles of produce in January, with the prices in 
November, shows only two, worthy of notice, which 
had risen in price in the interval. Excepting 
indigo and cochineal (the latter an article of com- 
paratively small value), the prices of produce, 
home and foreign, were lower, and in most cases 
considerably so, in November, 1842, when the cir- 
culation had for four or five months averaged 
20,000,000/., than in the preceding January, when 
it was, and for some months had been, scarcely 
over 16,000,000/. And the exceptions, though too 
trifling, under any circumstances, to afford ma- 
terial support to the currency theory, are at once 
explained by the anticipation, in both cases realised, 
of a diminished supply, concurrently with an in- 
creased demand, in the following year. 

1843. — The hopes of renewed prosperity com- 
monly indulged during the last months of 1842 
having, as is usual in such cases, been pitched rather 
too high, were followed by some degree of disap- 
pointment — not so much at any reversal of, or 
even check to, the progress of the improvement, as 
with its slow advance, as experienced in the first 
months of 1843. The prices of’ food, and the 
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current rates of discount, were lower, and the 
foreign exchanges were higher, than they had been 
for several years ; and there .was no ground- for 
reasonable doubt of the continuance of these 
favourable circumstances ; but as the demand upon 
the manufacturing districts for the home market 
did not meet the expectations entertained at the 
close of the previous year, there was, in January 
and February, a very general disposition to despond ; 
and the prices of manufactured goods, which had 
in most cases slightly risen, again declined. 

In March, however, matters assumed a better 
aspect, particularly in the manufacturing towns 
of Lancashire and Cheshire. Thenceforward the 
improvement was steady and constant ; and though 
still slow, was sufficiently perceptible to inspire 
very general confidence in its continuance. In April 
it was agreed that the Manchester trade was in a 
better condition than it had been in for some years 
before. It was observed, too, that good bills, of the 
scarcity of which brokers had hitherto complained, 
now became much more numerous. About the 
opening of the summer quarter, money, which 
at the beginning of the year had been but little in 
demand for commercial purposes at 2 per pent, was 
taken up rather freely ; and a slight advance was 
even made in the current rate of discount. Early 
in May the revival of business had extended from the 
cotton to the woollen trade ; and before the end 
of the summer the hardware manufactories and 
potteries of Warwickshire and Staffordshire were 
again in motion, and sharing the general increase 
of employment. 

And here it is worthy of observation, that as com- 
mercial confidence rose, and the number and extent 
of the daily transactions involving the payment of 
money increased, the amount of Bank of England 
notes in circulation was not increased, but dimi- 
nished. In the week ending the 4th of February 
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the amount was 21,344,000/. ; and in the corre- 
sponding week in August, only 20,247,000/. Simi- 
larly, in the fourth week after the dividend day in 
April it was 20,294,000/. ;and in the corresponding 
week at the end of October, only 19,563,000/. 

In July 1842 the decline of prices, generally, a&j 
caused by the absence of a demand equal to the 
supply, or any immediate prospect of it, may 
be said to have reached nearly its lowest point. 
It has been observed [ante, p. 49.] that at the 
same period a large increase was taking place 
in the amount of bank notes in circulation. This 
increase continued with little variation till the 
complete restoration of confidence, in the spring of 
1843; and for the year ending July 1843, the 
amount of Bank of England notes in circulation 
ranged at an average level between three and four 
millions above the average of the three years ex- 
tending from July 1839 to July 1842. During 
nearly the whole of the three years last mentioned, 
the current rate of discount on unexceptionable 
bills varied from 4^ to 6 per cent*; while, in the 
year ending July, 1843, it scarcely exceeded 2 per 
cent. 

An entire year of increased circulation, increased 
so rapidly, and to such an extent, following three 
years during which it had been so much reduced, 
and accompanied by so great a fall in the current 
rate of interest, might, if either the amount of the 
circulation, or the rate of interest, or both, exercised 
on prices any such influence as is often ascribed to 
them, be reasonably expected to have exhibited 
some signs of this influence in July 1843. But no 
such signs are apparent. 

It has already been stated that the general ten- 
dency of prices, down to near the close of 1842 was 

# The current rate of discount for unexceptionable, bills did 
not fall so low as four per cent till about the end of February, 
1842 . 
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a declining one. And if the price-currents of July 
1843 be compared with those of the same period in 
1842, it will be observed that, with few exceptions, 
and those of little importance, prices were even 
lower in July 1843 than they had been a year 
before. 

From the summer of 1843, forward, the general 
aspect of commercial affairs was one of decided 
prosperity. 

And now, before proceeding further, it may be 
useful to revert to the most prominent of the ap- 
parent causes of the change observed to have taken 
place at this period, as well on account of the in- 
terest attaching to all such changes in this country, 
as in relation to the bearing this change in parti- 
cular may be fairly supposed to have had upon the 
course of prices, and the state of the circulating 
medium, in succeeding years. 

The long duration of the season of depression 
and want of confidence which set in in 1839 had, 
in 1842, prepared all parties to expect a change 
for the better immediately on the occurrence of 
favourable circumstances. And in the year last 
mentioned events concurred, in a manner somewhat 
remarkable, first to encourage, and afterwards to 
aid in realising, the hopes which were thus in- 
dulged. 

The most important of these events, as affecting 
the range of prices, not only of food, but of most 
articles of general consumption, was, undoubtedly, 
the abundant harvest of 1842, which was antici- 
pated early in the summer, and got in about a 
fortnight earlier than usual. The home supply of 
corn was also aided in its effect upon prices, as has 
been stated in the previous part, by a large 
foreign supply. 

Nearly simultaneously, and producing effects of 
a similar character, came the general fall in the 
prices of cattle. This was widely attributed at the 



1842, 1843. 


53 


time to apprehensions, entertair*d in the home 
market, of the probable effect of tne removal of the 
prohibition of, and the levying of a moderate duty 
on, the importation of foreign cattle, by the Tariff 
of 1842. Fears of this kind no doubt existed, and 
must have had some effect ; but the true cause of 
the great reduction in the prices of cattle in 1842 
was of a much more substantial description — there 
was a very considerable increase of tne home sup* 
ply. In that year, the disease which had prevailed 
among cattle in this country, during the three or 
four previous years, gradually and completely 
ceased. In September 1843 the stock of sheep in 
Great Britain was stated, and generally believed, 
to be unusually large ; and that of horned cattle 
and pigs to exceed, materially, the average of past 
years ; and all were declared, in the agricultural 
reports of the time, to be, with few exceptions, in 
remarkably good condition. 

Nor were bread and meat the only articles of 
food of which this year brought renewed abun- 
dance : the supplies of tea, coffee, and sugar were 
also very much increased ; and the prices reduced 
in proportion. 

And when it is added that the supplies of nearly 
all the more important of the raw materials of our 
principal manufactures, as cotton, flax, hemp, 
timber, tallow, and iron, were larger in 1842, and 
their prices lower, than they had been for several 
years immediately preceding, and it is remembered 
that the satisfactory settlement' of the Chinese war 
opened to us, in the last quarter of 1842, the 
double prospect of an addition to the . revenue *, 
and of new and extensive markets for the sale of 
our staple products, the rapid revival of the home 
trade during the eight or nine months following 
will appear anything but inexplicable. 

* By the 21,000,000 of dollars stipulated to De paid by the 
Chinese within the three years following August ! 842. 
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The equally rapid reduction of the rate of in- 
terest from 4^ per cent in the spring of 1842, to 
barely 2 per cent in the spring and summer of 
1843, appears to be sufficiently explained by the ac- 
cumulation of surplus capital necessarily accom- 
panying the scarcity of profitable employment for 
it in previous years, by the release of hoards, and by 
the revival of confidence in commercial prospects, 
as the return of comparative prosperity became 
evident. 

The average amount of Bank of England notes 
in circulation in 1843 was about 19,500,000/. ; the 
highest (monthly) average occurring in January, 
when it was 21,100,000/., and the lowest in June, 
when it was 18,400,000/. The average amount of 
Bank notes in circulation in the United Kingdom, 
for the year, was about 35,700,000/. (or about 
1,000,000/. higher than in 1842) ; and its highest 
and lowest points also occurred, respectively, in 
January and June ; being 36,900,000/. in the for- 
mer, and 33,400,000/. in the latter month. 

1844. — Excepting the dulness usually attending 
the close of the year, the general increase of pro- 
fitable employment, for labour and capital, the in- 
crease of the revenue, and the improvement of the 
condition of the people, wnich marked the summer 
and autumn of the year 1843, were continued with- 
out abatement thenceforward, and during the whole 
of the following year. 

In the first months of 1844 the prices of the raw 
materials of our chief manufactures were in most 
instances lower, and in the rest quite as low, as 
they had been at the same season for many years 
before. There was a brisk and increasing demand 
for manufactured produce, at home and abroad ; and 
the prevalence of full employment in every branch 
of industry, with moderate prices for all the prin- 
cipal articles of food, increased very considerably 
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the demand for consumable commodities of every 
description. Abroad, the trade opened with the 
four new Chinese ports, the renewal of commercial 
intercourse with the United States upon a sounder 
basis of credit, and an increase of British exports to 
Brazil, in view of the expiration of our commercial 
treaty with that country in November, together 
with the improved state of our commerce with the 
continental countries of Europe, (resulting from their 
having experienced a renewal of internal prosperity 
in many respects similar to, and nearly simulta- 
neous with, our own,) produced a rapid and steady 
growth of every branch of the export trade. 

The only movement observable in the markets 
for produce during the earlier months of the year 
was a tendency to advance in the prices of those 
articles the consumption of which had been ma- 
terially augmented in the latter months of 1843. 
The renewed activity of our manufacturers, and the 
consequent increase of the amount of capital cur- 
rently devoted to the payment of wages, and thence 
conveyed through the hands of the retail dealers 
in payment for increased supplies of food, clothing, 
household furniture, &c., the demand for which 
had been reduced much below the ordinary level 
during the previous years of depression, may be 
distinguished as the most general of the causes of 
this movement. The consequent rise of prices in 
this direction, however, was but slight, and was 
anything but universal. 

It was in the markets for colonial produce, where, 
in the first months of 1844, deficiency of Supply, 
actual or prospective, combined, in several promi- 
nent instances, with the increasing demand, to cause 
an advance, that the upward tendency of prices was 
most remarkable, and attracted most attention. 

The brokers’ circulars of the period contained, as 
of course, the usual references to the increased 
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amount of the circulation ; but the accompanying 
statements of the altered relatior of supply to de- 
mand afforded, in almost every instance, a much 
more ready and simple, and undoubtedly a much 
more correct explanation of the phenomena ad- 
verted to. 

With a single exception, that of the China trade, 
there was no appearance of speculation in the 
markets for produce in 1 844. Nor was the excep- 
tion referred to palpable at the time, otherwise than 
as a disposition to rely somewhat confidently upon 
an immediate extension of the China trade greater 
than, to the few persons in this country well in- 
formed as to the probabilities of the subject, seemed 
likely. So little to the purpose, however, was really 
known in the commercial world, with any degree 
of certainty, that those who embarked at once and 
largely in the export trade to the new ports, could 
scarcely have been said to hope too much, until the 
experience and better information of the two 
following years- proved that they had done so. 
This exception should therefore, perhaps, be re- 
ferred to rather as an illustration of the prevailing 
soundness and legitimacy of the commercial trans- 
actions of the period, than as indicating anything 
of a contrary character. 

In the condition of the people, notwithstanding 
a degree of improvement in the mass which made 
itself palpable through every medium of observa- 
tion and inquiry available to the public, there was 
still, even at the close of 1844, a melancholy and 
painful exception presented by the state of the 
labourers in the agricultural districts. This was 
of course attributed to the abatement of protective*' 
duties on agricultural produce in 1842 ; and more 
particularly to the low range of the prices of corn 
during the two following years. But it may be 
much more clearly traced, in the first instance, to 
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the accumulating results of the interruption of. the 
customary migration from the agricultural to the 
manufacturing districts, during the long and severe 
depression of the latter ; and secondly, though in a 
much less degree, to the disheartening effect upon 
the agricultural mind, of the prophecies of ruin 
uttered by the advocates of protection, confirmed, 
as to persons of limited observation these appa- 
rently had been, by the fall in the prices of both 
corn and cattle immediately after the session of 
1842. 

It is now abundantly obvious, as well from the 
Annual Reports of the Poor Law Commissioners, 
as from other and not less trustworthy sources of 
information, that while the manufacturing districts 
were being again [in 1843-44] brought into a busy 
and prosperous condition, the purely agricultural 
parts of the country were still burdened with the 
population raised to supply the usual stream of mi- 
gration to the Towns, and not drawn off during the 
three or four previous years. 

The low prices of agricultural produce were, as 
has been shown, caused entirely by its comparative 
abundance in the home market. And as neither the 
system nor the extent of cultivation were materially 
altered, and the improved state of trade had certainly 
enlarged the general demand for food, it is clear that 
if employment was more scarce than usual for farm 
labourers, its scarcity must have arisen from an 
increase in their numbers ; and that if their wages 
were insufficient to procure the ordinary means of 
subsistence, the prices of food being lower, there 
must have been a reduction in the rate of wages. 
That their numbers had increased in every agricul- 
tural locality, there are good reasons for believing: 
and that the low prices of produce may have induced 
many farmers, pressed by high money rents, to pay 
to those they selected from the crowd competing 
for employment lower wages than usual, is more 
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than probable. But of the assertion, common at 
the time, that the distress prevalent in the agri- 
cultural districts in 1844 was caused by the reduced 
prices of corn and cattle, there is really no evidence 
whatever. 

The complaints of want of employment for agri- 
cultural labourers would probably have been even 
louder and more frequent, as they would un- 
doubtedly have been longer continued, than they 
were, had not a new demand for field labour gra- 
dually arisen during the summer and autumn of 
1844, from the construction of new railways, con- 
sequent upon the speculations of that year. This 
additional demand does not seem to have had 
much effect upon the purely agricultural districts, 
whence, chiefly, the complaints were heard, until 
the beginning of 1845 ; but after that period these 
districts appear to have shared completely the re- 
newed activity previously displayed elsewhere. 

With some exceptions, already referred to, and 
of minor importance in a general review of the 
principal markets for produce, prices were in most 
instances even lower at the end of the first six or 
eight months of 1844, than at its commencement : 
the supply of the more important articles of consump- 
tion being found to be very generally beyond the 
demand ; although the latter had materially in- 
creased. 

In the last three or four months of the year a 
tendency to higher prices was observable in several 
directions ; but was, in each, readily traceable either 
to a rapid consumption having much reduced 
the stocks on hand, or to the prospect of a dimi- 
nished supply in the year ensuing. In short, the 
relation of supply and demand, actual or antici- 
pated, affords, at this as St former periods, an ample 
explanation of all changes in the market priees. 

Of the supposed influence of an expanded cur- 
rency in raising prices, there was at this time cer- 
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tainly no trace whatever. On the contrary, it 
would be difficult to conceive an array of facts 
better calculated to disprove the existence of any 
such influence, than that presented by a state- 
ment of the prices of produce, of the amount of 
the Bank note circulation, and of the rate of in- 
terest, concurrently, either in 1844 in particular, or 
during the five years I have now passed in review ; 
or even during any one or two of these years, in the 
course of which any material change took place, 
either in the circulation or the rate of interest, or 
in the general level of prices. Indeed, to any one 
regarding the facts by themselves, and altogether 
independently of any preconceived theory — and 
not indisposed to deduce a general conclusion of so 
much importance from a range of observation so 
limited as that presented by a period of five years 
— the facts would rather suggest the converse of 
the currency theory, exhibiting, as they almost in- 
variably do, prices rising coincidently with the re- 
duction of the circulation, and as regularly falling 
when its amount is increased. 

By way of placing in the clearest light the results 
of a comparison of the prices and the circulation of 
the period referred to, and more particularly of 
the earlier and the later parts of it, it may be use- 
ful to present somewhat more in detail the con- 
dition of each in 1841 and in 1844. 

The average amount of Bank of England notes 
in circulation in 1841 was about 17,000,000/. ; 
and the average amount of the bank note circu- 
lation of the United Kingdom in the same year 
was probably about 35,800,000/.* In 1844 these 
average amounts were increased respectively to 
rather more than 21,000,000/. in the one case, and 
38,800,000/. in the other. 

* This is the average of the last six months of the year ; tli'i 
returns not extending to an earlier period. See^ Appendix. • 
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The Bank rate of interest in 1841 was 5 per 
cent j and in 1844 it varied from 4 down to 2| per 
cent. 

The market rate of interest, on discount of un- 
exceptionable bills, ranged in 1841 from 5 to 4£ 
per cent, and in 1844 from If to per cent. 

The following were the prices of the principal 
articles of produce, other than com, in July and 
November in each year. 



1841. 

1844. 

Prices in 

July. 

November. 

July. 

November. 

Ashes, Canadian pearl 

cwt. 

28 j. @ 29s. 6d. 

32s. 64. @ 33s. 

27 s. @ 30s. 

26s. @ 26s. 64. 

Coffee, St. Domingo, in bond 

cwt. 

42s. 6d. @ 45s. 

40s. ® 40s. 64. 

3ls. @ 34s. 

26s. @ 34s. 

- B. P. - - 

cwt. 

62s. @ 128s. 

62s. @ 147s. 

34s. @ 156s. 

18s. @ 132s. 

Cochineal 

- lb. 

3s. lOrf. @ 6s. 3d. 

3s. 94. @ 6s. 34. 

4s. 44 @ 6s. 3d. 

4s. 14.® 5s. 94. 

Coppe?, British, in cokes 

ton 

98/. 

98/. @ 99/. 

84/. 10s. @ 85 1. 

844 

Cotton wool, bowed Georgia 

* lb. 

644. @ 7{d. 

54. @ 6*4. 

bd. ® 6 d. 


~ East India 

- lb. 

4 Jrf. @ 5fd. 

3 {d. @ 54d. 

3d. <t> 4 id. 

9id. @ iXf 

Hemp, St. Petersburg, clean 

ton 

38/. 10s. @39/. 

36 J. 

33/. ^ 

97/, r 

Lead, British, in pigs - 

ton 

20/. 5s. 

201. 5s. 

17/. 

16/. 10s. 

.Indigo East India - 

- lb. 

2s. @ 8s. 64. 

Is. 6d. © 8s. 

2s. 2d. @ 6s. 

2s. 44. @ 5s. 104. 

Iron, British, bars 

ton 

11. @ 11. 5s. 

61. 15s. 

6/. @ 61. 5s. 

. 51. 15s. @ 61. 

Iron, Swedish, in bond 

Oil, Southern fishery - 

ton 

14/. 5s. @ 14/. 10#. 

11/. 15s, @ 12/. 5s. 

9/. 5s. ® 91. 10 s. 

91. 10s. ® 94 15s. 

tun 

26 1. @ 29/. 

32/. @ 36 L 6s. 

31/. 10s. ©32/. 

274 10s. @33/. 

Butter Waterford - * 

cwt. 

41. 10*. @ 4/. 16s. 

4/. 12s. ® il. 15s. 

2/. 16s. @83/. 10s. 

31. 18s. @4/. 6s. 

Beef, prime mess - - tierce 

61. 12s. 6 4. 

61. 2s. 6d. 

bl. 

4/. 15s. 

Saltpetre, rough, in bond - 

cwt. 

27*. @ 29s. 64. 

26s. ® 28s. 6 d. 

23 s. bd. @ 27 s. 6 d. 

23s. @ 27s. 

Silk, East India, raw • 

. lb. 

10s. 6 4. ® 19*. 

9s ® 21s. 

9s. 6 d. @ 20s. 

8s 64. @ 20s. 

— Italian, raw - 

. lb. 

18s. ® 33s. 

13s.6d.@ 26s. 

15s. @ 28s. 

15s. ® 26s. 

Cinnamon, Ceylon, 1st quality lb. 

6s. id. @ 7s. 9 d. 

6s. 4d. ® Is. Id. 

4s. 5d. @ 6s. 74. 

3s. 84. @ 5s. 54. 

Pepper, black 

- lb. 

3 *4 @4J d. 

3*4 ® 4 \d. 

3*4. @ 4d. 

34. @44. 

Ruin, Jamaica - 

gall. 

4s. lid- ® 5s. 

is. ® 4s. 2d. 

2s. 6d. @ 2s. 94. 

2s. 94. @ 2s. 104. 

Sugar, Muscovado, in bond 
— Havanna, white . 

~cwt. 
cwt . 

44s. 1044. 

30s. ® 33s. 

34s. 4*4. 

24s. ® 33s. 

34s. 104. 

25s. ® 32s. 

31#. 014. 

25s. @ 32s. 

Tallow, Russian candle 

cwt. 

48s. 

49s. 

42s. 64. 

43s. 

Tar, Stockholm - - barrel 

22s. fid. 

18s. 6 4 

Us. 94. 

15s. 64. @ 16s. 

Tea, Congou - 

- lb. 

Is. 8d. ® 2s. Id. 

Is. lOd. @ 3s. 2d. 

Is. @ 2s. 54. 

10$4. @ 2s. 64. 

Tin, English, in bars - 

cwt. 

4 /. 4s. 6d. 

4/. 

31. 14s. 

31. 1 Ss. 

Tobacco, Virginia, in bond 
Wool, sheep’s, Sp. . Leonesa 

- lb. 

344. ® 744. 

3*4. ® 614. 

24. @54. 

24. @54. 

lb. 

2s. 14. ® 2s. 64. 

2s. ® 2s. 64. 

2s. @ 2s. 64. 

Is. 94. @ Is. 114. 

Logwood, Jamaica 

• ton 

6/. To#. 

bl. 5s. 

5/. 5s. 

5/. 


The change which had taken place in the state 
of the money market during the three years se- 
parating the points of comparison in the foregoing, 
table, may be more completely illustrated by the 
difference in the prices of Consols, Bank Stock, 
and other securities, in the state of the foreign 
exchanges, and in the amount of bullion held by 
the Bank of England. 
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In the third week 
of Nov. 1841. 

In the third week 
of Nov. 1844. 

Price of consol* ------- 

— Bank stock ------ 

Exchequer bills ------ 

Railway shares.— .Great Western £ 100 Shares. 

. — London and Birmingham 

Exchange on Paris, short, for bills and money - 
— on Amsterdam - 

Bullion in the Bank of England - - 

Bank of England notes in circulation - 

89 

163 

f i2 per diem ) 
£ 12$. pm. 1 

£ 65 pd. 77 
£ 90 pd. 155 
25-45 

12-2 

£ 4,700,000. 
£16,300,000. 

100 

206 

f Hd. per diem ) 

{ 60$. pm. f 

£ 75 pd. 139 

Stk. 21S 

25-65 

12-3 

£ 14,300,000. 

£ 21,000,000. 


Thus, when the amount of bank notes in circula- 
tion had been reduced to the narrowest limits, when 
the exchanges were low, and the bullion in the Bank 
at a minimum, and when credit was most restricted, 
and the rate of interest unusually high, prices, 
which, by the currency theory, should have been 
forced down, were, generally, higher than ordinary. 
And when the former conditions were all, without 
exception, reversed — when the bank note circula- 
tion had been increased by the addition of more 
than one third to its previous amount *, when the 
exchanges were high, and rising, the bullion in the 
Bank greater in amount than it had been for many 
years, and still increasing, when credit was almost 
unlimited, and the market rate of interest had for 

* The actual difference between the amount of Bank of Eng- 
land notes in circulation in 1841 and in 1844, was, in fact, 
greater than that shown by the returns, by nearly 70t),000/. 
Between the 4th of March, 1843, and the 5th of January, 
1844, the Directors of the Bank excluded from the returns 
of its circulation notes to the amount of 507,279/. 19s. 2d., on 
the ground that they had been outstanding more than thirty 
years, and were therefore supposed to be lost ; and a further 
sum of 188,299/. was, during the same period, similarly ex- 
cluded, on the ground that the notes composing it had been 
outstanding more than fifteen years, and were, therefore con- 
sidered to be out of circulation. The total sum thus excluded 
(695,578/.) must therefore be added to the apparent, in order 
to exhibit the actual difference between the amount of the cir- 
culation as it was before and after the period within which, as 
above stated, the exclusion occurred. To make (he preceding 
comparison in the text accord strictly with the facts, the cir- 
culation of November, 1841, should be stated at 15,600,000#. 
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two years barely exceeded 2 per cent per annum, 
or less than half its previous amount, prices, instead 
of being higher, were, with hardly a solitary ex- 
ception, considerably lower than at the former 
period. 

No amount or ingenuity of comment could add 
to the force of the argument against the supposed 
influence of the amount of the bank note circulation, 
or of the rate of interest, upon prices, conveyed by 
a simple statement of these facts. 


Section 2. — On the same Phenomena , from the 
Autumn of 1844 to the Close of 1847. 

On the 2nd of September 1844 the Bank Act 
of that year came into operation. The reasons 
offered for imposing the peculiar restrictions em- 
bodied in this measure will be considered in the 
next part. It need be noticed here only with 
reference to one of its most obvious practical effects, 
as seen in the subsequent operations of the Bank. 

It was a favourite boast of the advocates of this 
measure, frequently reiterated at the period of its 
discussion in parliament, and which at the time 
made no slight impression upon the public mind, 
that its immediate result would be to deprive the 
Bank at once of the power and the responsibility of 
“ regulating the currency." The issue of notes 
being placed under the new restrictions, the Bank 
was to be placed, with reference to all its other 
business, in a position as free as that of any other 
banking company: the only responsibility of the 
Directors, thenceforward, being to the proprietors' of 
bank stock ; and their only duty “ to make as much 
as they could ” of the capital at their command. 

That the Directors were prepared to carry out the 
spirit of the Act by the line of conduct so autho- 
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ritatively pointed out to them, became apparent 
very soon after the Act came into operation. A few 
days afterwards (on the 5th of September) they 
issued a notice offering to discount bills of the 
highest class not having more than ninety-five days 
to run, at 2£ per cent, and notes at 3 per cent. 

In March 1845 the rate was announced to be 
2| per cent for both bills and notes : a rate lower 
than they had ever before adopted. 

At the same time (March 1845) another change 
was made, small in itself, but highly significant of 
the altered position of the Bank under the Act of 
1844. The rate of interest announced was declared 
to be a minimum rate ; and this form of notice has 
been adhered to ever since. 

The importance of these steps in the reduction 
of the rate of interest, and of the subsequent con- 
duct of the Bank in the same direction, with re- 
ference to the state of the circulation during the 
following years, will be abundantly manifest as we 
proceed. 

When the Act of 1844 came into operation the 
market rate of discount for commercial bills of the 
highest character was about 2^ per cent ; but it 
then exhibited a tendency to rise. The Bank, there- 
fore, under the notice of the 5th of September, came 
into open competition with the large bill-brokers ; 
and the immediate effects were, first, a decided 
check to the increase of the market rate of interest, 
already begun, and, secondly, a considerable addition 
to the amount of private securities in the banking 
department. 

One of the most important circumstances bearing 
upon the state of the money market at this peri* >d 
was the commencement of that disposition to spe- 
culate in the construction of new railways whi< h 
was carried so far in the following year. Early in 
1844, when the restored prosperity of trade was no 
longer doubtful, and the rate of interest had for 
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about a year and a half, been under 3 per cent, 
the attention of the public was strongly attracted 
to the favourable results of the investments made 
in the principal lines of railway then in operation. 
That the system might be extended with equal 
profit seemed highly probable, particularly when 
regard was had to the unusually low prices of iron, 
and other needful materials, and when it was also 
considered that the experience gained in the con- 
struction of 'the existing lines had suggested im- 
provements likely to reduce, considerably, for the 
future, the outlay in the first instance. Accordingly, 
during the spring and summer of that year, while 
the shares in most of the old lines rose considerably 
in value, many new companies were projected. In 
September 1844 prospectuses of more than ninety 
new schemes were before the public, avowedly 
requiring for their completion an aggregate amount 
of capital not much short of 100,000,000^. sterling ; 
and the number continued to increase down to the 
end of the year. 

1845. — In the last months of 1844, and for some 
time afterwards, frequent complaints were heard 
of losses incurred upon importations from abroad. 
The commodities imported in that and the previous 
year, in exchange for the increased quantity of 
goods exported, were found, with one or two excep- 
tions (among which were timber and sheep’s wool), 
so far to exceed the demand for them, home and 
foreign, that in very many instances the prices 
obtainable not only left no profit to, but entailed a 
loss upon, the importer ; arid hence, notwithstand- 
ing an increased rate of consumption, prices at the 
opening of 1845 ranged, generally, quite as low as, 
or even lower than, at the beginning of the previous 
year. 

Early in the spring the commencement of several 
new lines of railway, in different parts of the 
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country, gave additional employment to the- class 
of agricultural labourers ; and thus silenced the 
last complaints of want of work resulting from the 
past season of depression. 

When Parliament met, the petitions for the re- 
quisite powers for the proposed new railways served 
to give further publicity to the schemes themselves. 
The uncertainty attending the passage of the bills 
through the ordeal of legislative discussion, while it 
strongly excited the hopes and fears of those im- 
mediately concerned, seemed also to impart a new 
charm to the speculation itself. The number of 
speculators increased rapidly ; and as the demand 
for shares thus increased, the number of new lines 
projected kept pace with it, till, as the summer ad- 
vanced, nearly every part of the country was in- 
tersected with imaginary lines, and almost every 
person who had either capital or credit engaged in 
the purchase and sale of railway shares. 

In August, after the fate of the bills before Par- 
liament had been decided for the session, the spe- 
culation assumed all the apparent characteristics of 
a mania. Symptoms of an approaching revulsion 
were, however, then clearly discernible. It was re- 
marked by the least observant, that the lapse of a 
few months had introduced among the speculators 
a great number of persons who acted without 
reference to any hope of profit on the completion 
of the undertakings in question, or, indeed, to any- 
thing whatever but the speculative opinions con- 
cerning them most current, for the moment, in the 
share market. Thus shares were commonly, in- 
deed al m ost invariably, bought, not for permanent 
investment, but with a view to a speedy sale at' an 
inordinate profit. And there is reason to believe 
that almost the only real buyers of shares after the 
middle of August, and during the few- weeks in 
which the speculation rose to its climax, were per- 



6b PRODUCE OTHER THAN CORN. 

sons of limited means, and of still more limited 
information on the subject, who were tempted to 
speculate by instances of enormous gain apparently 
realised by the fortunate adventurers who had been 
earlier in the field. 

From this point forward the speculation dege- 
nerated, as might be expected, into a variety of 
the worst species of gambling. As long as the 
class of persons last referred to continued to come 
forward, the prices of shares continued to rise ; and 
if we may rely, with any degree of confidence, upon 
numerous subsequent revelations, the inflated con- 
dition of the share market was at this time very 
extensively sustained by the report of transactions 
either entirely fictitious, or designed only to deceive 
ignorant and unwary speculators. 

During the first six months of 1845 every item 
in the accounts of the Bank of England had pre- 
sented a remarkably regular and satisfactory ap- 
pearance. The bullion increased steadily from 
14,800,000/. in the first week of January, to 
16,600,000/. in the last week of June; while the 
circulation, with the exception of the usual expan- 
sion after the payment of the dividends, Varied but 
little from an average level of about 21,000,000/. 
And the Bank note circulation of the United King- 
dom was similarly undisturbed. 

The Bank rate of interest remained at 2^ per 
cent, and that current in the market, for first class 
bills, was nearly the same, being occasionally a trifle 
lower. 

About the middle of September there was a per- 
ceptible, though slight, rise in the current rate of 
interest, and it continued till about the middle, of 
October ; when the rate of discount for first class 
bills ranged from 3J to 3| per cent. On the 16th 
of October the Bank rate was advanced to 3 per 
cent. 

The general increase of the rate of interest at 
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this time was attributed, and not without apparent 
reason, partly to the arrangements in progress for 
providing the large amount (about 14,600,000/.) 
required to be deposited with the agents of the 
Government in London, Edinburgh, and Dublin, on 
behalf of the subscribers to the numerous railway 
schemes about to be submitted to Parliament, and 
partly to the first pressure of the additional calls 
made on account of the lines which had been sanc- 
tioned in the previous session. 

The rise went on till, in November, the current 
rate was 4| per cent. On the 6th of that month 
the Bank rate was raised to per cent. 

But the crisis of the railway fever had already 
cpme. 

The first increase of the Bank rate of interest in 
October, though it left the rate still somewhat 
below the general level of the market, excited 
much attention, and some uneasiness. Before the 
end of October an anxious desire to realise at the 
high prices then current, manifested itself among 
the shareholders in railways to an extent that was 
termed a panic. Prices declined ; great numbers of 
persons who had bought only in the expectation of 
a still further rise, and who had no guide in their 
speculation but the share lists of the day, hastened 
to sell ; and the decline increased in rapidity, till, 
in less than a fortnight, the prices of shares in most 
of the lines, old and new, were reduced below the 
level at which they had stood two or three months 
before ; and the share markets established in eveiy 
large town in the kingdom, which had for several 
months been filled with crowds of eager specu- 
lators, were almost entirely deserted. 

It was at this period, when public confidence in 
the permanence of the value of railway shares was 
shaken and declining, and speculation had ceased, 
that the circulation of the Bank of England, and 
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that of the Country Banks, reached respectively 
their highest points during the year. 

The markets for produce in 1845 did not share, 
in the slightest degree, the speculative spirit so 
prominently displayed in the markets for railway 
shares, and also, though in a minor degree, in some 
other and similar fields of enterprize. The price 
of iron, indeed, and of some other articles of less 
general importance, required in railway construc- 
tion, rose steadily, and somewhat rapidly, from the 
autumn of 1844, when the ascertained and probable 
demand began to exceed materially the means of 
supply at the command of the producers, till the 
summer of the following year, when, under the sti- 
mulus (continued during some six months) of high 
prices, and a very large prospective demand, the 
means of supply had been very much extended. In 
September 1844, the current price of British bar 
iron was bl. 5s. to 5/. 10.s. per ton ; and the price 
had not varied materially from this level during the 
two years previous. In March 1845 the price had 
risen to 10/. 10s. per ton. At this point it re- 
mained for a few months, and then declined, rang- 
ing during the remainder of the year at from 
8/. to 9/. per ton. There was also a slight general 
tendency, during the latter half of 1845, to an 
advance of the prices of some of the raw materials 
of our manufactures the consumption of which 
had most rapidly increased, and also in the prices 
of some of the principal articles of colonial pro- 
duce, more particularly sugar and coffee, the 
quantities of which entered for consumption in 
1845 greatly exceeded those of any former year. 
The price of tea would doubtless have been simi* 
larly affected had not the importations been enor- 
mously increased by the inability of our merchants 
to obtain any other eligible return for the ad- 
ditional quantity of British goods recently exported 
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to and sold in China, or had the home demand not 
been checked by a high duty. 

The Bank note circulation reached in November 
1845 the highest -weekly average amount it attained 
during the eight years under review. The markets 
for produce, generally, at this period, exhibit, how- 
ever, nearly as many instances of the fall as of the 
rise of prices ; and in every instance of movement, 
in either direction, the amount of the stocks on 
hand, the prospects of their renewal, and the extent 
of the current demand, will be found to afford, 
when taken together, a complete explanation of the 
changes observed. 

1846 The increased price of the most neces- 

sary articles of food during the autumn and winter 
of 1845-46, and the uncertainty prevalent as to 
the adequacy of the supply of corn in the country 
to meet the additional demand thrown upon it by 
the failure of the potato crop, checked, for a time, 
the demand for articles of secondary necessity. The 
markets for produce were, during the winter and 
spring, remarkably quiet : buyers and sellers being 
alike unwilling to act upon the future, and prices 
varying but slightly, and only in accordance with 
immediate and tolerably well founded anticipations. 

The terms of the advances by the Bank remained 
unaltered, (the minimum rate of interest being 3 J 
per cent,) while the rate current out of doors con- 
tinued to advance, till about the end of February 
1846, Avhen the process of collecting and paying 
in the deposits on account of projected railways 
was completed, and when the current rate reached 
5 per cent. 

From June till November 1845, the exchanges 
with the continent were gradually and on the whole 
considerably depi’esscd ; and the bullion inthg Bank 
fell during the same period from 16,500,0.00/. to 
1 3,000,000/. But during the four months extend- 

DS 


VOL. IV 



70 


PRODUCE OTHER THAN CORN. 


ing from the beginning of November 1845 to the 
beginning of March 1846, the exchanges were 
rising ; while the amount of bullion in the Bank 
slowly increased ; and the circulation, allowing for 
periodical variations, was steadily falling. 

After March 1846, the current rate of interest 
for first class bills declined gradually, till in Sep- 
tember it scarcely exceeded the Bank rate of 3 per 
cent. At the same time the bullion was increasing 
rather rapidly (reaching 16,200,000/. in the first 
week of September) ; while the circulation preserved, 
with but little variation, the lower level it had 
fallen to early in the year. 

The following figures show the amount of the 
circulation and the bullion, in the fourth week after 
each dividend day, from the summer of 1845 to that 
of 1846. 

Circulation 

(including Post Bills). Bullion. 

1845. Week ending Augt. 9th. £22,500,000 £ 15,600,000 

Nov. 15th. 22,500,000 13,500,000 

1846. Feb. 7th. 21,300,000 13,300,000 

May 9th. 21,300,000 13,800,000 

Aug. 8th. 21,200,000 15,900,000 

The progressive decline of the rate of interest, 
between the spring and autumn of 1846, from 5 to 
3 per cent, with the accompanying, though com- 
paratively slight, diminution of the amount of 
Bank notes in circulation, seems, however, to have 
had no more effect upon prices than similar changes 
are observed to have had before. 

The markets for produce, generally, during the 
spring and summer of 1846, were in a remarkably 
quiet and uniform condition, the consumption of 
nearly all articles of common use being fully sus- 
tained at the high level reached in the previous year. 

In the autumn of 1846 circumstances arose 
which in a few weeks materially changed the 
aspect of commercial affairs at home and abroad. 
The almost total failure of the potato crop, the 
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deficiency of the grain crop on the Continent, the 
comparatively small stocks of grain in this country, 
and the rapid rate at which the consumption had 
been proceeding for more than a year, combined 
to render it extremely probable that a large foreign 
outlay would be necessary to secure an adequate 
supply of food during the coming year. 

The uneasiness created in the public mind by the 
anticipation of such an outlay, and its probable con- 
sequences, had a depressing effect upon the markets 
for produce during the last two or three months of 
the year. 

From the middle of September to about the first 
week in November the exchanges were depressed, 
and theTbullion in the Bank fell from 16,200,000/. 
to 14,700,000/. The exchanges then became more 
favourable, and the stock of bullion increased, though 
not more than is usual during the last few weeks of 
the year. The change, however, served to allay the 
uneasy feeling with which the public had begun to 
regard the previous drain ; and, as the demand in 
the home market for articles of general consumption 
was found not to be nearly so much affected as the 
high prices of food had led importers and producers 
to expect, the markets assumed a more animated 
appearance as the opening of the new year ap- 
proached. 

The prospective scarcity of cotton led, in De- 
cember, 1846, to some considerable purchases being 
made on speculation; but an advance of price 
commensurate with the estimated, deficiency of the 
supply having been established, and the rate of 
consumption proportionately checked, the move- 
ment quietly subsided. One or two other articles 
of importance, as tallow and hemp, of which the 
supply, already short, was deemed likely to fall 
much below the current demand in the, ensuing 

J rear, also rose considerably in price during the 
ast months of the year; but in no instance did 
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the advance exhibit any symptoms of what is 
usually termed speculation. In every instance it 
was gradual ; and in most it was amply iustified 
by the event. 

1847 — In January 1847 a variety of circum- 
stances combined to induce a pressure upon the 
money market. Railway calls upon British lines, 
and on foreign lines, shares in which were exten- 
sively held in this country, were becoming im- 
mediately due to an amount estimated, in the 
aggregate, at not less than 6,000,000/. The ex- 
changes with the continent, and especially with 
Russia, again showed a decidedly adverse tendency. 
Difficulties which had for some time previously 
beset the Bank of France had now come to a 
crisis ; and the measures found requisite to sustain 
the credit of that establishment began to operate 
upon this country. And at the same time the 
prospect of still higher prices for corn, and of very 
large importations before the next harvest, with 
the ascertained deficiency of the supply of cotton, 
and the expectation, at this time becoming general, 
that the drain of floating capital for railway con- 
struction would eventually prove too heavy for the 
diminished resources of the country, tended strongly 
to produce among the mercantile classes a vague 
feeling of apprehension. 

On the 14th of January the minimum rate for 
discounts at the Bank was raised from 3 to 3£ per 
cent, and On the 21st to 4 per cent. The rapid 
diminution of the bullion, and the higher rate of in- 
terest current out of doors, afforded an abundant 
explanation of these steps ; yet they excited, con- 
siderable alarm. 

The bullion, which at the end of January had 
fallen to 12,900,000/., continued slowly to decrease, 
chiefly by exportation to France and the United 
States, during February and the first three weeks of 
March. Thenceforward the drain proceeded more 
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rapidly till the week ending the 24th of April, when 
the bullion in the two departments had fallen to 
9,200,000/. : showing a loss of nearly six millions 
in four months.* 

Between the 2nd of January and the 24th of 
April, the reserve in the banking department was 
reduced from 8,920,000/. against liabilities to the 
amount of 18,795,000/. to 3,383,000/. against lia- 
bilities exceeding 12,600,000/. 

The market rate of interest continued to advance. 
On the 8th of April the minimum rate at the Bank 
was raised to 5 per cent ; and during the latter 
period of the drain the terms of the advances and 
discounts were gradually restricted, till in the third 
week of April it was understood that only bills of 
the first class, due in May and June, were dis- 
countable at so low a rate as 54 per cent; those 
running into July being charged 6 per cent, and 
many being altogether rejected: the Directors having 
determined that only a limited amount should be 

* Here it may be useful to advert to certain financial opera- 
tions on the part of the Russian government, which had the 
effect of relieving, in some degree, the monetary pressure pre- 
vailing in this country, and in France, in the spring of 1847. 

The only securities of a nature readily available, held by the 
Bank of France pending the embarrassment of that establishment 
in the last months of 1846, consisted of 3 percent, rentes to the 
amount of 50,000,000 of francs. These were not sold, the 
influence of the government having, it is supposed, been used 
to avert the sale, as likely to affect injuriously the terms of a 
public loan then in contemplation. Early in March, an offer 
was received by the Bank of France from the Russian govern- 
ment, to purchase the whole of these securities. A conference 
took place between the Russian Charge d’Affaires, the minister 
of France, and the Conseil General, and a transfer was ac- 
cordingly made, on the 11th of that month, at the price then 
current. At this time, a loan of a million sterling granted by 
the Bank of England to the Bank of France in January, still 
remained due ; and the credit thus raised at St. Petersburgh in 
favour of the latter (upwards of 1,500,000/.) became conve- 
niently available for meeting heavy drafts from the north of 
Europe upon France aud England, for corn supplied t6 both, as 
well as for large supplies to the latter, at unusually high prides, 
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discounted, however unexceptionable the. bills, and 
however high the credit of the party offering them. 
This last circumstance — the entire rejection of bills 
without reference to their character — it was, which 
brought on the extreme severity of the pressure in 
April. 

During the first four months of the year the 
markets for produce (excepting the districts of the 
cotton manufacture, in which business was checked 
by the high price of the raw material) were, gene- 
rally, in an active and prosperous condition, the 
demand for home consumption being, throughout, 
well maintained. 

The pressure upon the money market in the 
spring of 1847 may be said to have attained its 
greatest severity in the last week of April. At 
this time the effect of the violent contraction of its 
advances by the Bank was seen in the stoppage of 
the transmission of bullion to America. A consider- 
able amount in gold, which was on the point of being 
shipped (and even some that had been actually 
placed on board) was withdrawn, and applied to 
the making of payments in this country. 

In the following week, however, it. was observed 
that the bullion in the Bank was increasing ; and 
it was understood that the Directors were affording 
increased accommodation — making advances on 

of hemp, flax, and tallow, the stocks of which articles in this 
country were much reduced at the end of 1846. 

The operation above described would appear, however, to 
have been only a part of one much more extensive, and having 
for its object the substitution of interest-bearing securities for 
a portion of the large stock of bullion held in reserve against 
the government paper money of Russia. About the end of 
April, there was received in this country a copy of an imperial 
ukase (dated 31st March 1847) by which it was decreed that of 
the 114,000,000 of silver rubles then forming “the bullion capital 
of the department of credit billets,” — “ a sum should be set apart 
to the extent of 30,000,000 of silver rubles for the gradual 
purchase of public securities, Russian and foreign, at home and 
abroad.” 
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Stock and Exchequer Bills, and discounting bills 
not having more than ninety-five days to run, at 
5 and per cent. 

Thenceforward, during May, the pressure gra- 
dually abated ; and at the end of that month the 
bullion had risen to 10,100,000/., while the cir- 
culation, which at the end of April had been 
20, 600,000/. j had fallen to 19,400,000/. 

On the 7th of May the Chancellor of the Exchequer 
announced that the rate of interest on the Exche- 
quer Bills falling due on the 21st [amounting to 
9,000,000/.] would be raised from 2 d. to 3d. per 
diem, and that a discount of 5 per cent would be 
allowed upon so much of the remaining instalments 
of the Irish loan (of 8,000,000/. contracted for at 
the beginning of the year) as should be paid up 
before the period stipulated. During the greater 
part of the month of May the discounts and ad- 
vances of the Bank were made freely at rates vary- 
ing from 5 to per cent ; but the rate current out 
of doors, which had been since January higher than 
that charged by the Bank, ranged, for short bills of 
the highest character, at about 6 per cent. On the 
4th of June the Chancellor of the Exchequer an- 
nounced that payments on account of the Irish loan 
had been made in anticipation to the extent, in 
the aggregate, of 2,678,000/. Thenceforward the 
rate of interest declined ; and the money market 
remained ih a comparatively quiet condition ; the 
Bank extending its advances as usual before the 
dividend day in July, and discounting short bills 
freely at 5 per cent. 

Early in July the exportation of bullion to 
America was renewed ; and about the same time a 
considerable fall took place in the exchanges with 
the continent ; and the repayment of the advances 
made by the Bank during the previous six weeks 
having increased the demand for accommodation, 
the rate of interest again rose, and continued to 
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rise, though slowly, during the remainder of the 
month. 

The accounts of the Bank for the week ending 
the 31st of July showed a diminution of the bul- 
lion, during the four weeks preceding, of about 
a million : and on Monday the 2nd of August it 
was resolved, at an extraordinary meeting of the 
Directors, that only bills having less than one month 
to run should be discounted at 5 per cent, those 
having not more than two months to run at 5J, 
and all of longer data (not exceeding ninety-five 
days) at a minimum rate of 6 per cent. On the 
following Thursday the minimum rate was raised 
to per cent. 

At the beginning of August, though the drain to 
America continued, the exchanges with the con- 
tinent were, and had been for a week or two, im- 
proving; and during the three following weeks 
the bullion remained very nearly stationary at 
9,200,00Ctf. ; that being also about the lowest amount 
it had fallen to in April. 

The market rate of interest continued to range, 
with little variation, about one per cent higher 
than the minimum rate at the Bank. 

Before the end of August, the high rate of interest 
was very severely felt by all whose current business 
required the aid of credit ; and as it became evident 
that no relief was to be expected even from the 
assurance of an abundant harvest, complaints 
became general as to the large amount of capital 
being sunk in the construction of new railways ; 
and various propositions were made and discussed 
for reducing the demand in this direction ; but 
without any practical result. 

The markets for produce remained undisturbed 
from the beginning of the year down to the month 
of September : the demand for home consumption 
continuing rather active than otherwise, and the 
deficiency of the foreign demand in Europe for 
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articles of export from this country being largely 
made up by increased orders from America and the 
Mediterranean. 

Besides the commercial failures which took place 
during August in connection with the sudden fall 
in the price of corn, and which are adverted to in 
the previous chapter, several other large failures 
occurred early in September, among which were 
those of Gower, Nephews and Co., ana Reid, Irving 
and Co. ; and before the end of the month, five or 
six other firms of scarcely inferior magnitude, 
besides many houses of less importance, in London 
and the country, were added to the list. 

On the 2nd of September the minimum rate of 
interest at the Bank had been reduced, preparatory 
to the usual advances at this period, from 5^ to 5 
per cent ; and in the following week the circulation 
was at the lowest point it reached during the year, 
viz. 18,600,000/. ; the bullion being 8,900,000/. 

In the second week of September affairs in the 
money market assumed an appearance of much 
doubt and alarm ; and the failures before men- 
tioned were followed by others, in rapid succession, 
down to the end of November. 

And here, after nearly twelve months of mone- 
tary pressure, gradually increasing during the 
greater part of the time, and at the commencement 
of some six weeks of the utmost- discredit and 
distrust, with the circulation lower in amount than 
it had been at any time since the summer of 
1842, and a rate of interest current higher than 
had prevailed at any former period within the 
eight years now under review, it may be worth 
while, once more, to refer somewhat particularly t< > 
the state of prices. The following table contains 
the prices, in London, of all the most important 
articles of produce in the second week of September 
1847, and also at the same period in each* of the 
two years immediately preceding. V/ith ‘the ap- 
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pended statement of the concurrent variations of 
the Bank of England circulation, and the rate of 
interest, it may be left to speak for itself. 



1845. 

September. 

1846. 

September. 

1847. 

September. 

Ashes, Canadian, pearl - ctrt. 

Timber, fir, Dantzic and Memel 
load. 

— Quebec yellow pine load. 
Hemp, St. Petersburg, clean ton . 
FLx, Riga, P. T. R. - - ton. 

Tar, Stockholm - - barrel. 

Tallow, St. Petersburg, New 

Y. C. - cwt. 

Iron, British, bars - - ton. 

— Swedish, in bond - - ton. 

Copper, in tough cake - ton. 

Lead, British, in pigs - - ton. 

Tin, English, bars - - ton. 

Cotton, bowed Georgia - - lb. 

— - Surat - * - - lb. 

: Wool, English, fleeces - - lb. 

— Spanish, Leonesa - lb. 

Silk, East India - - - lb. 

— Italian - - - - lb . 

Coffee, St. Domingo - - cwt. 

— Jamaica - cwt. 

Tea, Cougou - - - - lb. 

Tobacco, Virginia, in bond - lb. 

■ Indigo, East India - - - lb. 

Cochineal - - - - lb. 

, Logwood, Jamaica - - ton. 

Saltpetre, East India - - cwt. 

Sugar, Muscov. arerage * cwt. 

! Rum, Jamaica ... gall. 

; Beef, American and Canadian 
, tiei'cc. 

! Butter, Cork - - . - cwt. 

24 s. ® 24s. 6 d. 

3 1. 17s. ® 4/. 10s. 

3 4 10a. @ 41. 
27/. @ 27/. 5s. 

46 1. ® 51/. 

15s. 6 d. 

41s. ® 41s. 64. 

SI. 5s. 

10/. 10s. ® 11/. 
88/. 10s. 

19/ 5s. ® 19/. 10s. 
91/. 10s. 

3f d. ® 54. 

2 14. ® 3f <L 

12s. 104- ® 17S. 
2s. ® 2s. 34. 

9s. ® 19s. 

21s. ® 30s. 

3)s. ® 35s. 

30s. @ 136s. 

94. ® 2s. 64. 

244. ® bid. 

Is. 104. ® 5s. 94. 

5s. ® 6s. 74. 

4/. 15s. ® 51. 7s. 
23 s. 64. ® 27s. 64. 
35s. 14. 

3s. ® 3s. 24. 

68s. ® 77 s. 

80s. ® 82 s. 

25s. @ 25s. 64. 

41. ® 41. 10s. 

31. 10s .® 41. 

30/. ® 30/. 10s. 

46 1. @ 52 L 

16s. ® 16s. 64. 

42s. 34. ® 42 1 . 64. 
94 10s. @9/. 12s. 64 
11/. ® 1U. 10s. 
881. 10s. 

18/. 10s. ® 18 1. 16s. 
93/. 10a 

44. ® bid. 

21 d. ® Sid. 

Us. 104. @ 15s. 104. 
Is. 84. ® 2s. 

8s. ® 17s. 

IBs. ® 26 s. 64. 
28a ® 32 s. 

28s. @ 115s. 
8|4. ® 2s. 

244. ® 544. 

Is? 64. @ 6s. 

4s. lid. ® 6s. 94. 
41. 5s. ® 41. IQs. 
23s. 64. ® 27 s. 64. 
32s. 54. 

2s. 114. ® 3s. 24. 

78s. ® 105s. 

92s. @ 96s. 

37s. ® 38 s 

41. ® 4/. 10s. 

31. 10 s. ® 41. 

38 1. 

464 @ 544 

17s. 34. ® 17s. 64. 

46s. 64. ® 46s. 94. 
94 15s. 

114 5s. ® 114 10s. 
98 1. 

18 1. 15s. 

86/. 10s. 

64. @ 7 |4. 

4 §d.® Sid. 

10s, ® 13s. 104. 

Is. 84. ® 2s. 

6s. 6s. ® 15s. 

16s. ® 22s. 

28s. ® 32 s. 64. 
25s. ® 128s. 

94 d. ® 2s. 

244. ® bid. 

Is. 84. ® 644. 

4s. 94. ® 7m. 

41. bs. ® 41. 5s. 
27a 64. ® 30s. 

26s. 444. 

3a 44. ® 3a 104. 

95s. ® 102s. 64. 
92s ® 96s. 

Bank of England — Circulation. 

£ 21,719, 484. 

£ 21,465,605. 

£ 18,655, 017. 

Bullion. 

£ 15,426,858. 

£ 16,273,827. 

£ 8,915,072. 

Market rate of interest on first 
class bills. 

24 to 3 per cent. 

3 to 34 per cent. 

6 to 7 per cent. 


From the second week of September, to near the 
close of November, the ordinary course of com- 
mercial transactions in this country was so much 
deranged by the violent contraction of credit, that 
the state of prices during that period cannot be 
regarded as otherwise than exceptional. 

If the price-currents of November be compared 
with those of June or July, it will be observed that 
the price of nearly every article of any importance 
had fallen in the interval, though in various de- 
grees. If particular attention be given to the 
instances in which the fall was greatest, it will be 
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observed that they are all comprised in one or both 
of two classes : that they were either articles, the 
prices of which had been declining for some 
time previously, from an excess of supply, as com- 
pared with the current demand, (and therefore 
could not but continue to fall, when the general de- 
mand was still farther diminished,) or such as, 
having been largely held upon credit, were forced 
upon the market, in considerable quantities, under 
the monetary pressure. The instances of lower 
prices not obviously comprised in either of these 
classes are less remarkable ; and they are clearly 
traceable either to a corresponding change in the 
relation of supply to demand, or to the necessity to 
raise money by extraordinary methods for immediate 
purposes which has lately been felt by wholesale 
dealers of every denomination. 

But, however the general reduction of prices 
during the period in question was actually brought 
about, it is abundantly evident that it cannot be 
attributed, in any degree, to a diminution of the 
amount of bank notes in circulation : for this 
amount was considerably greater in October and 
November, than in July and August. If the ave- 
rage amount of the notes of the Bank of England, 
or of all the banks of issue in the United King- 
dom, in the hands of the public-in any given num- 
ber of weeks following the dividend day in July, 
be compared with the average in a similar period 
after the dividend day in October, it will be seen 
that the latter was, by much, the higher of the two.* 


* The average amount of Bank of England notes in es- 
calation in the six weeks ending the 14th of August 1847 u as 
19,600,0001.; and in the six weeks ending the 20th of l\o- 
vember it was 20,900,0007. There was a corresponding varia- 
tion in the aggregate Bank note circulation of the United 
Kingdom; which, in the month ending the 14th of Augu-t, 
amounted to 34,500,0007., and in that ending the 6th of No- 
vember, to 36,700,0007. 
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If the range of prices were dependent upon the 
amount of the Bank note circulation, the former 
should have been higher, not lower, in November 
than in July ; whereas the fact is to the contrary. 

6th Dec. 1847. 
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PAKT III. 

A GENERAL REVIEW OF THE CURRENCY QUESTION 
IN ITS VARIOUS PHASES FROM 1797 TO THE CLOSE 
OF 1809. 


INTRODUCTION. 

There cannot be a stronger proof of the diffi- 
culties which surround the subject of the currency, 
than that which is afforded by the present state of the 
controversy relating to it. After all the discussion 
the topic has undergone during the half century 
which has elapsed since the suspension of cash pay- 
ments, it presents, apparently, as wide a field as 
ever of debateable ground. There are still the fol- 
lowing vexed questions — the meaning of the words 
“ money," “ currency,” “ depreciation,” “ excessive 
issues,” the' test or standard by which excess and 
depreciation are to be determined and measured ; 
the power of over-issue of a note circulation by 
the country banks and the Bank of England ; and 
the causes which influence the foreign exchange, 
— or, in other words, whether an adverse balance 
of foreign payments has its origin in, and is in- 
dicative of, a redundancy of the currency, or is 
to be accounted for on mercantile grounds, irre- 
spective of the amount of the circulation, and, 
mutatis mutandis, of the opposite state of things. 
On all these points, and some minor ones, tin re 
exists still as wide a difference of opinion as pre- 
vailed in the earlier discussions on the subject. Of 
those discussions, and of the circumstances which 
gave rise to them, an account has been given in the 
former volumes of this work ; but a brief recapitu- 
lation of some of the principal points raised by them 
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will be found to be desirable, as being calculated 
to throw light upon the present state of the con- 
troversy; and, indeed is, in some degree requisite, 
for reasons which I shall have occasion to advert 
to presently. 

Previously to the suspension of cash payments, 
by the Bank of England in 1797, questions of 
money and currency, in their more general bear- 
ings, had been very little a subject of public in- 
terest or discussion. On the occasion of the great 
recoinage of silver, in 1696, there was an animated 
controversy between Mr. Locke and Mr. Lowndes 
as to what should be the denomination and 
standard, when Mr. Locke’s opinion in favour of 
the maintenance of the standard at its full weight 
of metal, according to the Mint regulations then 
existing, prevailed, and was acted upon. For some 
years afterwards, difficulties arose in adjusting the 
relative value of the gold coins to the silver ; and 
Sir Isaac Newton, the master of the Mint, made an 
elaborate report, according to which the value of 
the guinea was finally fixed at 21 shillings, or as 1 
to 15*07. In the middle of last century, Hume’s 
Essays on Money and Trade were published ; and 
being written with all the charms of his popular 
style, and presenting, as they did, new and philo- 
sophic views of the nature and functions of money 
and paper credit, they attracted attention at the 
time, and have ever since been occasionally referred 
to, as authority, on some of the topics discussed 
in them. But the opinions expressed in them are 
for the most part crude; and tne conclusions are in 
many instances very loosely drawn. Sir James 
Stewart’s treatise on Political Economy, published, 
in 1767, contained a great deal of miscellaneous 
information relating to the circulation of coin and 
paper, both in this country and abroad; but it 
disclosed no general views of the principles upon 
which variation in their value depended. 
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It was reserved for Dr. Adam Smith to lay 
down and explain, in an admirably lucid style, the 
fundamental principles by which the value of coins 
and paper credit is determined, and ought to be re- 
gulated. The doctrines on the subject developed 
in the great work entitled “ the Wealth of Nations ” 
were at once received, and formed the established 
creed, leaving little room for dissent or discussion, 
till the great disturbing causes towards the close 
of last century came into operation. Under the 
pressure of those disturbing causes, (which have 
been detailed in the first volume of this work,) the 
Bank of England was compelled to suspend its 
payments in cash, and the controversy arose which 
with few intervals has continued to the present 
time. 
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CHAPTER .1. 

THE PERIOD FROM 1797 TO 1819. 

Section 1 On the Progress of the Discussion 

from 1797 to 1809. 

It is a prevalent opinion among those who have 
of late years taken part in the currency con- 
troversy, that little of public notice or attention 
was directed to the state of the circulation from 
the date of the Bank restriction till the occurrence 
of the circumstances that gave rise to the appoint- 
ment of the Bullion Committee in 1810.* The im- 
pression to this effect is, however, hardly correct. 

The fact of the suspension of cash payments in 
1797, and the restriction bill then brought in, 
naturally gave rise to animated debates in parlia- 
ment, and to a host of pamphlets. When, however, 
it Afras found, not only that no depreciation had 
taken place as an immediate consequence of that 
measure, but that the exchanges were more in 
favour of this country than they had been at any 
former period of the century, and that the Bank 
was in a condition, if required or allowed, to re- 
sume its payments in cash, little or no further 
attention was directed to the subject. 

On the occurrence of a combination of cir- 
cumstances at the close of 1799, which I have 
in a former volume described f, and which had 
the effect of producing a sudden and great Tail 

* Sir R. Peel, in his elaborate speech of the 6th of May 1844, 
on the occasion of introducing the Bank bill of that year, 
observed, that “from 1797 to 1810, public attention was not 
much directed to this important subject.” 
t Yol. I. pp. 240, 241. 
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in the exchanges, and a low range of them for 
two years, the attention of the public was again 
strongly drawn to questions on the state of 
the currency. Mr. Boyd, at the close of 1800, 
published a letter addressed by him to Mr. Pitt, 
ascribing the whole of the fall in the exchanges, 
and the rise in the price of provisions, to excessive 
issues of Bank of England notes. This publication 
excited considerable notice, and gave occasion to a 
great deal of discussion. It drew forth answers, 
among others, from Sir Francis Baring, and Mr. 
Henry Thornton. The treatise by the latter, en- 
titled “An Inquiry into the Nature and Effects of 
the Paper Credit of Great Britain,” is in every way 
a remarkable work. It was the subject of an 
article by the late Mr. Horner, in the Edinburgh 
Review for October 1802 ; and the tribute therein 
paid to the great merit of Mr. Thornton’s tract, and 
the prefatory remarks by which the notice of it is 
introduced, have so direct a bearing upon the pre- 
sent discussion, that I am induced to insert the 
following extracts. 

“ The progress of commercial philosophy has been much 
accelerated by the writings of practical men of business. In 
that, as well as in the other departments of civil knowledge, it 
is only from the actual course of affairs that the statesman can 
derive his maxims of policy, or the speculative enquirer deduce 
the conclusions of his science ; but the habits of both are in- 
compatible with a personal knowledge of detail. It is necessary 
that the labour of accumulating particular facts should be 
separated from the more liberal task of generalising these into 
principles ; and that they who are qualified to combine larger 
views should be furnished by the minute accuracy of others, 
with descriptions in which they may confide. In England, 
which is the native country of political economy, works con- 
tributed by professional men form a large deposit of authenti- 
cated facts. For these we are primarily indebted to that diffused 
literature which multiplies the demand for varied information, 
and has already liberalized the practitioners in almost every 
work of industry. But the greater number of these publication* 
have been suggested by such occasional events in^the fluctuation 
of our commercial prosperity , as rouse a general interest and 
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direct the curiosity of the public to that quarter of the great 
machine in which the derangement is supposed to have taken 
place. It is in this manner that every period of dearth has 
contributed, in some degree, to alleviate subsequent years of 
scarcity by the instruction which it yielded against popular 
prejudice. More numerous tracts, in which alone the detailed 
history of our foreign commerce c&n be traced, at least during 
its earlier progress, appear to have been prompted by the 
frequent disturbance which the balance of exchanges suffered 
from the alternatives of war and peace. The immediate con- 
sequences of the South Sea scheme, and of the many wild 
projects that raged about the same time, were somewhat com- 
pensated by the more distinct knowledge which they ultimately 
furnished with respect to the bounds of commercial adventure. 
It was in a similar manner, from the embarrassments occa- 
sioned in the reign of King William, by the reformation of the 
coin, that our politicians first derived a clear and steady light 
on the subject of metallic circulation. And the operations of 
that curious system, by which the use of precious coin is now 
almost superseded, remained in a great measure unknown to 
all but the bankers and traders of London, until the suspension 
of cash payments at the Bank of England produced that co- 
pious information which, in various forms, has been communi- 
cated to the public. Of all the publications which that momen- 
tous event has occasioned, the most valuable, unquestionably, is 
this of Mr. Thornton. With no ostentatious professions, and 
with no admixture of superfluous matter, it contains the largest 
portion of new information that has for a long time been offered 
to them, who, either for the pleasures of speculation, or with a 
view to public life, are engaged in the researches of public 
economy.” — ( Edinburgh Review , No. 1, Oct. 1802, p. 173.) 

The concluding sentences of the article are pecu- 
liarly entitled to attention, as conveying, in language 
the most clear and definite, an anticipation of the 
course of events which, after an interval of several 
years, rendered the subject of the currency perma- 
nent among the questions of the time. 

“ We have expressed ourselves,” says the reviewer, “ with 
unaffected doubt with regard to this alleged dependence of the 
present rate of prices on the present state of the paper .cur- 
rency, because it appears to us a problem of which a satisfac- 
tory solution has not yet been offered. According to that 
view of the question, indeed, which seems to us the roost cor- 
rect, as well a^ the most simple, a sufficient answer will be 
assigned, if the excess of the market price of gold above its 
Mint price shall be found to continue, notwithstanding the 
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permanent restoration of the balance of trade to its accustomed 
preponderance in our favour. In the meantime are should 
be glad to see the fact' itself, of which the origin and cause are 
thus anxiously sought, perspicuously stated under its necessary- 
distinctions and limitations. It may, perhaps, be in the power 
of those who have paid attention to such minute but valuable 
details, to date the first appearance of this recent increase of 
prices, and to trace its progressive diffusion over all the rela- 
tions of internal exchange. In such a statement it would be 
necessary likewise to specify in what proportion this rise is 
locally confined to our own island, or common to us with the 
Continent of Europe ; and to distinguish in what proportion 
that local rise consists of a real increase in the bullion price, and 
of a nominal increase only in the currency price.” — (p. 201.) 

The whole of the article evinces a degree of know- 
ledge of the subject quite extraordinary, consider- 
ing the period at which it was written. This, with 
the comprehensive views unfolded in the paper, and 
the philosophic spirit which pervaded it, gave pro- 
mise of the eminence which the writer of it subse- 
quently attained. While, however, offering my 
humble tribute to the great merit of the publications 
here referred to, I must guard myself against being 
held to agree with all the doctrines of any of them. 

A work of considerable importance on the subject, 
by Lord King, appeared not long after these. It is 
entitled, “ Thoughts on the Effects of the Bank 
Restriction,” and was published in May 1803. There 
is in the Edinburgh Review for October, 1846, 
a very able and interesting article on “ Lord Eor- 
tescue’s Memoir of the Speeches and Writings of 
the late Lord King.” 'In referring to the above-men- 
tioned treatise, the reviewer, Mr: Senior, observes : 

“ When this publication appeared, we had not the report of 
the Bullion Committee. We had not Mr. Ricardo’s pamphlet*. 
The subject had not been considered year after year, in and out 
of parliament, by the ablest men, theoretically and practically, 
in the kingdom ; and, above all, we had not the experience of the 
sixteen years which followed.” And he adds, “ It. contains so 
full and, in the main, so true an exposition of the theory of 
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paper-money*, that, after more than forty years of discussion, 
there i3 little to add to it or to correct.” 

With some qualifications and reservations, I am 
disposed to concur in the praise bestowed by the 
reviewer on this work. It was, with the other two 
publications here noticed, far in advance of the 
knowledge of the public on the subject. Each of 
these three writers affirms the principle of a me- 
tallic standard ; and their doctrine of the circum- 
stances affecting the foreign exchanges agrees, in the 
main, with that which is now generally received. 

The subject was again comparatively little at- 
tended to in the interval between the spring of 1803 
and 1809, because, during that period, notwith- 
standing the renewal of the war between this coun- 
try and France, the currency was in a quiescent 
and apparently satisfactory state ; there being little, 
if any, depreciation indicated by the price of gold, 
or by the foreign exchanges. This state of things 
is referred to and correctly described by the very 
able writer of the article in the Edinburgh Review, 
on the Speeches and Writings of the late Lord 
King, before referred to. 

The reviewer, while justly extolling Lord King’s 
general views on the subject of the currency, 
and on the objectionable character and tendency of 
the act for the restriction on cash payments, ques- 
tions the reasons assigned by the author for affirm- 
ing the existence of a depreciation ; namely, the 
price of bullion and the foreign exchanges. 

“ Lord King then proceeds, to state two reasons for affirming, 
the existence of a depreciation. These are, the price of bullion 
and foreign exchange. 

“ The argument founded on the price of bullion is the least 
satisfactory part of the work. In the first place, he takes the 
price of silver instead of gold as the test of depreciation ; but 


1 shall have occasion hereafter to notice the use of the 
term paper-money. 
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silver is not the English standard. When Lord King wrote, it 
could be legally tendered only in payment of sums under 25/.; 
and in fact it never was so abundant as to be employed, except 
as small change. To state that the Mint price of silver was 
5s. 2d., and the market price was 5s. 7 d., was merely to state 
that the relative values of silver and gold had altered since they 
were assumed by the Mint. A rise in the price of gold bullion 
might have been really important; but Lord King does not 
seem to have, perceived, or, if he perceived, he has not clearly 
stated, that when we speak of the value of the metal which is 
itself the standard of value, we, in general, merely express the 
number and weight of the pieces into which a given quantity oi 
it is coined. When we say that gold sells for 3/. 17$. lOJrf. an 
ounce, we do not mean that it sells for that amount of gold, of 
silver, and of copper, but that in return for forty pounds of 
gold, the Mint gives 1869 pieces of equal fineness, weighing 
also forty pounds ; or, in other words, that forty pounds of gold 
are coined into 1869 sovereigns. This is the state of things 
when coin and bullion are equally exportable bylaw, — when 
the coin is of full weight, and the Mint charges nothing for 
coinage. Coin and bullion must then be of precisely equal 
value, and cannot measure one another. We might as well 
talk of the weight of water in water, or of the value of lead in 
lead, as of the price of gold in gold. Were an ounce of gold to 
fall one-tenth of its present cost of production, or to cost ten 
times as much labour as it does now, still, while the regulations 
of the Mint are unaltered, it will be worth 31. 17$. 10^r/. 

“ Of course, laws may be enacted by which coined money 
may be made more or less valuable than bullion. If the Mint 
demand a seignorage, it may be more valuable. If it be for- 
bidden to melt or export it, it may be less valuable. This was 
the law in 1803, and had been so for centuries before. AYhen- 
ever, therefore, the exchanges were against us sufficiently to 
allow the export of specie, bullion became rather more valuable 
than coin. * In 1810, the difference was about 4$. per ounce. 
The market price of exportable gold w as 90$. per ounce, and 
that of gold the product of British coin, and therefore not ex- 
portable, 86$. In May, 1803, and for more than a year before, 
and a year after, no prices of gold are returned by the Mint : 
but on the 13th of April, 1804, the first quotation which occurs 
after the date of Lord King’s publication, when the notes of 
the Bank of England amounted to 17,494.640/., the price of 
foreign, and therefore exportable, gold w r as 4/. per ounce, and 
does not appear to have risen above that price for sevci.il 
years. Now, as the difference between 4/. and 3/. 17$. 10]'/. 
is less than the difference between the value of exportable and 
non-exportable gold, we are inclined to consider the price >f 
gold between 1804 and 1808 as evidence rather against ‘than 
in favour of deprecation. 
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“ We now come to Lord Bang’s other ground for affirming 
an existing depreciation — the state of the foreign exchanges. 
The second edition of his work is dated the 20th of March, 
1804 ; the exchange on Hamburgh was then 35. 4 . ; that on 
Paris was 25. 2. Now, these rates deviate so little, if indeed 
they deviate at all, from par, that they offer in themselves no 
evidence of depreciation. 

“ Lord King, therefore, was forced to argue, that, unless our 
currency were depreciated, the exchanges between England and 
the Continent must be in our favour, and that their being so 
low as par. therefore, was evidence of denreciation.” 

“ But though Lord King’s general views were sound, and in 
some respects original, the inference which he drew, in the 
case before him, was manifestly unwarranted. The reader will 
recollect, that, when he wrote, the exchange on Hamburgh 
was 35. 4., and on Paris 25. 2. But 25. 2. was higher than it 
had ever been since the autumn of 1790, and 35. 4. was higher 
than that of 1792, which averaged little above 34., and higher 
still than that of 1795, which was below 33. As there could 
have been no depreciation before the Restriction Act, the com- 
parison of the exchanges of 1804 with those of 1791, 1792, and 
1795, though it may not exclude the possibility of depreciation, 
is certainly unfavourable to it. 

“ The last evidence of depreciation mentioned by Lord King, 
is, ‘ the general increase of prices, and diminution of the value 
of money.* He does not dwell on it, but rather alludes to it 
as a well-known fact, than as a premise requiring to be proved. 
Many commodities must at that time have risen in price, if our 
currency had continued metallic. Some, in consequence of their 
having been made the subjects of specific taxation, others from 
the interruption of commerce diminishing the supply, and others 
from the wants of war, or of preparation for war, increasing the 
demand. Such a rise, however, would have been partial. On 
the other hand, a rise of price, occasioned by a depreciation of 
the currency, must of course have been general : it must have 
added a per centage to all the other causes of price. At the 
time of which we are speaking, many important commodities 
were below their average price. Wheat, for instance, was, — 


January 1. 1803, - - 57 s. Id. 

July 1. 1803, - - 60s. 4 d. 

January 1. 1804, - - 52 s. 3d. 

July 1. 1804, - - 52s . Id. 


To show the reduction of prices of other com- 
modities in 1803 and 1804, the reviewer refers to 

? uotations from vol. ii. of this work, “ History of 
'rices,” p. 397, and then goes on to observe : — 
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“ The reader will suspect, from all that we have said, that 
we do not admit the generally received doctrine of a deprecia- 
tion of British currency, coexistent with the whole period of 
the restriction of cash payments. We believe, with Mr. Tooke, 
that depreciation did not begin until the latter part of the year 
1808. The merits of Lord King’s work are, that he early per* 
ceivea the tendency of the Restriction Act That he saw the 
inadequacy of the limits which the Bank directors assigned to 
their issues. That he urged, with a force and a clearness which 
have not been surpassed, the necessity of returning to cash 
payments ; and that he based his practical recommendations in 
theories generally sound, and frequently original ; and that he 
did this at the age of twenty -eight. Its defects are, that he 
was too ready to believe that what was probable must also be 
true. That, finding that certain effects were likely to be pro- 
duced, he inferred, on insufficient evidence, that they had been 
already produced. In short, that he turned what ought to have 
been merely a prophecy, and as a prophecy was an instance of 
great sagacity, into a positive statement. 

u As we cannot explain the moderation of the Bank during 
the first five years of the restriction, by imputing to its di- 
rectors a knowledge of the principles by which their issues 
ought to have been regulated, we think that Mr. Tooke’s mode 
of accounting for it must be adopted : namely, that they ad- 
hered to the routine of their establishment, and that that rou- 
tine accidentally preserved them from a conduct to which they 
were exposed -by their neglect of the foreign exchanges and 
the price of bullion. 

“ This routine was to discount, at five per cent., first-rate 
bills having a short period to run, and founded, as we have 
seen, on a real transaction. But on such bills five per cent, 
discount was a very high rate of interest. In ordinary times 
they may be discounted at three or two and a half, or even 
two per cent. The public therefore did, in the words of the 
directors, control the issues of the Bank, on the terms im- 
posed by the Bank ; it did not ask for more than the Bank 
could supply, without materially affecting the value of its 
notes.” — (j Edinburgh Review , No . 170, p. 315.) 

I have been induced to insert this long extract, 
not only because it conveys, as far as it goes, an 
accurate description of the state of things in the 
interval under consideration, but also because it 
confers the sanction of the high authority of the 
reviewer in favour of the correctness of the account 
of it contained in the earlier part of this work. 
There will be occasion for me to notice hereafter 
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some views of the writer of the article just quoted 
regarding the state of things between 1808 and 
1814, as to which I cannot concur with him. In 
the mean time, reverting to the period from the first 
suspension of cash payments to the latter months 
of 1808, being an interval of nearly twelve years, 
there are one or two other considerations bearing 
on the question of the currency, which it may here 
be proper to touch upon. 


Section 2. — On the Steadiness of the Exchanges, and 
on the Variations in the Prices of Commodities, 
during the first twelve Years of the Restriction. 

It certainly is a striking fact, that for so long a 
period after the Restriction Act, so uniform a value 
of the currency and of the amount of the circula- 
tion should have been preserved. The exchanges 
were (with the exception of two years from the au- 
tumn of 1799 to that of 1801, when the most violent 
disturbing causes acted upon them — large importa- 
tions of corn, and an enormous expenditure abroad 
by the government) as high as they had been on an 
average of the 96 years, or of any consecutive ten 
years, of the last century, preceding 1797. The price 
of gold, with the same exception, did not exceed 
4?. ; being a depreciation, according to the strict 
definition which I admit, of between 2 and 3 per 
cent. Even this small difference, which, in a prac- 
tical point of view, is hardly worth mentioning, 
would not have existed if the Bank had not need 
lessly held out 4/. as its minimum price for all the 
gold that might be offered. 

This, of itself, is a curious fact ; and no attempt 
has ever been made to explain it by the vast ma- 
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jority of those who, under the influence of the cur- 
rency theory, or of the Birmingham school, write 
or talk of the period of the Bank restriction as 
having been characterised in its whole course by 
abundant or excessive issues of paper money, and 
consequent depreciation. 

Another fact, which is partially noticed in the 

5 receding extract, relating to the prices of commo- 
ities during the interval in question, is, that sugar 
and coffee, and other articles of colonial produce, 
and of Baltic produce, wheat, and provisions of all 
kinds, attained very high prices between 1795 and 
1801 ; and that these and all other articles had 
experienced nearly if not quite their greatest ele- 
vation of price before the end of the first six 
months of 1809. I shall have occasion to notice 
this fact more at large a little further on. In 
the mean time, I may quote, as a striking in- 
stance of the profound want of knowledge which 
prevails, as to the state of things at that period, 
among persons who, from their station and their 
having , occasion to speak on the subject in Parlia- 
ment, might reasonably be expected to have at least 
some little information about it, the following pas- 
sage in the speech of Mr. Goulburn, in answer to 
Mr. Hawes’s motion of amendment on the second 
reading of Sir Robert Peel’s Bill (13th June, 
1844.) . 

“ At the time that the suspension of the Bank 
“ first took place, there was not at first a perceptible 
“ rise in prices: it came gradually on. The rise in the 
“ prices of articles was not perceivable ; but at length 
“ the value of gold,/rm the redundancy of the papv 
“ circulation , rose in price ; so that, instead of its 
“ being 3 1. 17 s. 10</., it was at last above 51.” 

That the Minister of Finance should know so 
little, or absolutely nothing, of the real state of 
things, or should have the impression of a 'state, of 
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them so opposite to that which really existed, must 
be matter of just surprise ; especially seeing that the 
phenomena of the period in question are fertile in 
considerations and suggestions relating to finance. 


Section 3. — On the comparative Magnitude of the 
Advances by the Bank to the Government during 
the same Period — [1797-1809]. 

There is yet one more fact to be observed upon 
in connection with the period now under considera- 
tion, viz., that the excess of the advances by the Bank 
to the Government , over and above the amount of 
Government deposits , from the period of the suspen- 
sion of cash payments in 1797, to the year 1811, 
was actually smaller in amount than the same excess 
during the seven years preceding that event. The 
following figures, founded upon official returns*, 
represent the average surplus of public securities 
over public deposits , during the years indicated. 


Years, both 


Average Surplus of Public 
Securities over Public 

inclusive. 


Deposits. 

1780 - 

1784 

£ 

- 4,841,000 

1785 - 

1789 

- 2,335,000 

- 5,664,000 

1790 - 

1796 

1797 - 

1803 

.- 5,364,000 

1804 - 

1810 

- 4,146,000 


- Lords’ Reports, 1819, Appendices, A 5 and A 9, and Bank 
Charter Report of 1832, Appendices, No. 24 and No. 5. 
There is no specific return of the private deposits prior to 
1807 ; but it is known that up to, and for a long time sub- 
sequent to that date, they did not exceed about 1,000,000/. 
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In the Bullion Report of 1810 is the following 

“ Your Committee have had an account laid before them of 
advances made by the Bank to Government on Land and Malt, 
Exchequer Bills, and other securities, in every year since the 
suspension of cash payments ; from which — as compared with 
the accounts laid before the Committees of 1797, and which 
were then carried back for twenty years — it will appear that 
the yearly advances have, upon an average, since the suspension, 
been considerably lower in amount than the average amount of 
advances prior to that event ; and the amount of those advances 
in the last two years, though greater in amount than those of 
some years immediately preceding, is less than it was for any of 
the six years preceding the restriction of cash payments.” 


This fact is partially referred to in the Lords’ 
Report of 1819. But the comparison there insti- 
tuted is between the amount of the securities and 
the amount of the circulation . The passage is as 
follows : — 

“ From the year 1790 to the year 1797, when the Restriction 
Act passed, the amount of advances made by the Bank to Govern- 
ment, and of the notes outstanding on the 25th of February in 
each year, was as follows : — 



Bank Notes. 

Advances. 

1790 

10,217,360 

7,908,968 

1791 

11,699,140 

9,603,978 

1792 

11,349,810 

9,839,338 

1793 

11,451,180 

9,066,698 

1794 

10,963,380 

8,786,514 

1795 

13,539,160 

- 11,114,230 

1796 

11,030,110 

- 11,718,730 


“ The amount, therefore, of advances to Government does 
not appear to have borne, for some time previous to the Re- 
striction Act, a much less proportion to the total amount of 
notes outstanding, than the advances since 1814 have borne to 
the notes issued in corresponding periods.” 

The following statement of the amount of the 
Government deposits, or balances in the hands of the 
Bank, I received, in 1829, from my lat£ lamented 
friend, Mr, Pascoe Grenfell, who had been at some 
trouble to prepare it from documents previously 
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laid before Parliament; and I took occasion to 
insert it in a letter to Lord Grenville, which I 
published in that year : — 

In 1800, the aggregate average was - - £6,251,488 

In 1806, ditto .... 12,197,303 
From 1806 to 1817, the amount fluctuated be- 
tween - -- - - 11 & 12,000,000 

Now the average of the advances by the Bank to 
Government, from 1806 to 1810, both years 
included, amounted to - - - 14,492,970 

Average of public money in the hands of the Bank, 
about 11,500,000/., from which are to be de- 
ducted about 500,000/. for unclaimed dividends, 
these having been deducted from the amount of 
the Bank advances - - - - 1 1,000,000 

Leaving the actual cash advance only about - 3,500,000 

This comparative smallness of the advances to 
Government completely negatives the supposition, 
so commonly entertained and reasoned upon as a 
point beyond doubt, that the Bank was rendered, 
by the restriction, a mere engine in the hands of 
Government, for facilitating its financial operations. 
And whether this moderation in the amount of ad- 
vances resulted exclusively from the forbearance 
of Government in not requiring, or from the firm- 
ness of the Directors in refusing, such accommoda- 
tion, it equally tends (especially when combined 
with the consideration of the large amount of trea- 
sure in possession of the Bank during the greater 
part of the restriction) to strengthen the presump- 
tion, that the Government and the Directors of that 
period were sincere in the declaration, that there 
constantly existed, on the part of both, a reference 
to the eventual resumption of cash payments. 

It is only one, but not the least important, of 
the instances of the unaccountable ignorance which 
prevails, as to the circumstances of that period,- that 
this fact, of the comparative moderation of the 
amount of the public securities for so long an in- 
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terval seems to have been almost wholly overlooked ; 
and that persons, otherwise well informed, siill de- 
claim upon the assumed fact of the Bank having, 
by excessive issues, afforded undue facilities to 
Government during the whole period of the sus- 
pension of cash payments. And we constantly 
hear such persons talk of a depreciation of bank 
notes of 20 or 25 per cent, as characterising the 
whole or the greater part of that period. It is in 
truth only to the interval between the autumn of 
1808 and the summer of 1814 that the most 
striking phenomena of the great depression of the 
exchanges, and of the high price of bullion, were 
confined ; with the exception, which I have before 
alluded to, of the two years from the close of 1799 
to that of 1801. 


Section 4. — On the Progress of the Discussion from 
1 809 to 1811. 

Towards the close of 1808, and through the whole 
of 1809, the exchanges fell, and the price of bullion 
rose considerably, under the combined influence of 
large importations of corn, and raw materials of 
manufacture, and naval stores, and of remittances 
of an unusual amount to the continent of Europe 
for subsidies, and for the maintenance of our own 
armies abroad. This great fall in the exchanges, and 
consequent rise in the price of bullion, naturally 
attracted attention ; but was not brought pro- 
minently into notice till the appearance of Mr. 
Ricardo's first pamphlet, “ The high Price of Bul- 
lion a Proof of the Depreciation of Bank Notes.’ 

Early in the session of 1810 the subject was 
brought under the consideration of the- House of 

# The introduction to the first edition is dated Dec. 1. 1809. 
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Commons, and a committee, afterwards known as 
“The Bullion Committee,” was appointed to in- 
quire into the causes of the high price of bullion. 
The appointment of this committee is thus noticed 
by Sir Robert Peel, in his Speech of the 6th of May, 
1844: — 

“ In 1810 men of sagacity observed that the ex- 
“ changes had been, for a considerable period, un- 
“ favourable to this country — more unfavourable 
“ than could be accounted for by the balance of trade , 
“ or the monetary transactions of the country. A 
“ committee was appointed to inquire into the 
“ subject.” 

This passage of Sir Robert Peel’s Speech is here 
quoted, as leading, by the words which I have marked 
in italics, to the inference, that he adopted not only 
the general principles laid down in the Report, esta- 
blishing the fact of depreciation, but the reasoning 
in it, tending to show that that fact could not be ac- 
counted for by the balance of trade, or the monetary 
transactions of the country. Now this is the point 
which was and is still contested by th^e who, 
agreeing in the general principles laid down in that 
report, deny that there were circumstances corrobo- 
rative (in addition to the high price of bullion) of the 
fact of depreciation. 

The Report of the committee was printed, and 
presented^ to the House of Commons on the 20th 
June, 1810, the day before the prorogation, and 
consequently too late to admit of the subject being 
then discussed. 

A very able pamphlet, on the bullion side of the 
question, by Mr. Huskisson, entitled, “ The Ques- 
tion respecting the Depreciation of our Currency 
stated and examined,” appeared soon after.. 

There was a host of publications, as might natu- 
rally be supposed, in opposition to the Bullion Re- 
port; not only dissenting from the explanation there- 
in given of the cause of the fall in the exchanges, 
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and the high price of bullion, but denying the prin- 
ciple of a metallic standard — denying consequent^’ 
the existence of depreciation, and maintaining the 
doctrine contended for by the Bank Directors, that 
their issues could not be in excess as long as they 
were confined to the discount of bon& fide bills not 
having more than sixty-one days to run. The only 
pamphlet, however, of any importance, or that at- 
tained any considerable circulation on the side op- 
posed to the Bullion Report as to all points, was 
entitled, “Practical Observations on the Report 
of the Bullion Committee, by Charles Bosanquet, 
Esq.” 

The Report of the Bullion Committee was made 
the ground for a set of sixteen resolutions, moved 
in the House of Commons, on the 6th May, 1811, 
by Mr. Horner, the chairman of that committee; 
the last of these resolutions being, in pursuance of 
the recommendation in the Report, to make it im- 
perative on the Bank to resume cash payments at 
the end of two years. A counter-set of resolutions 
was moved by Mr. Yansittart; the third of them 
being the memorable one, “ That the promissory 
“ notes of the Bank of England have hitherto been, 
“ and are at this time held to be, equivalent to the 
“ legal coin of the realm.” The rival resolutions of 
Mr. Yansittart, including this last, which has been 
a standing topic of ridicule ever since, were carried, 
on the 9fh of May, by a majority of 1 51 to 75 ; and 
in the division on the sixteenth resolution, proposed 
by Mr. Horner, affirming the necessity of resum- 
ing cash payments within two years, the numbers 
were still more in favour of the Government ; being 
180 to 45. 

In the House of Lords a discussion on the cur- 
rency took place in consequence of steps that had 
been taken by Lord King, requiring his tenants, 
holding leases granted before the assumed beginning 
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of the depreciation, to pay their rent either in guineas 
or in Portugal gold coin of equal weight, or in Bank- 
of-England notes sufficient to purchase the weight 
of standard gold requisite to discharge the rent. 
This proceeding of Lord King was made the ground 
for a bill brought in by the late Lord Stanhope, 
making it illegal to pay or to receive gold at more 
or less than its nominal value. The bill passed 
both Houses in July, 1811 ; and thus terminated, as 
far as regarded any particular interest taken in it at 
that time by the public, the controversy relating to 
the currency, till 1819. 


Section 5. — On the Opinions of the Bullion Com- 
mittee on the Phenomena of the Circulation in 
1809-1811. 

As the Bullion Report was noticed by Sir Robert 
Peel, in his introductory Speech in May, 1844, and 
as the state of things connected with the currency, 
at the period of the Report, was referred to and 
commented upon by Mr. Hawes, and by some of 
those members who followed him in the debate on 
his motion of the 13th of June, 1844, it may be 
worth while to make a few remarks on the contro- 
versy to which that Report and the pamphlets of 
the time gave rise in 1810 and 1811. 

Mr. Ricardo’s pamphlet preceded the Report. 
His exposition of the theory of the currency was 
that upon which the more scientific part of the con- 
troversy turned ; and as the theory so expounded 
seems to have been implicitly adopted by Sir Robert, 
Peel (with an exaggeration, however, in suppos- 
ing the possible depreciation of strictly convertible 
paper), an examination of it is of importance with 
reference to the views which led to tae measure of 
1844. 
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There is, in the Edinburgh Review for February, 
1811, an article, written, I have reason to believe, 
by the late Mr. Malthus, under the title “ De- • 
preciation of the Currency,” containing a critique, 
in my opinion, so just, as far as it goes, of Mr. 
Ricardo’s theory, that I am induced to insert here 
some extracts from it. 

“ The great fault of Mr. Ricardo’s performance is the partial 
view which he takes of the causes which operate upon the 
course of exchange. # * # * He attributes 

a favourable or unfavourable exchange exclusively to a re- 
dundant or deficient currency, and overlooks the varying 
desires and wants of different societies as an original cause of 
a temporary excess of imports above exports, or exports above 
imports. 

“ To point out more explicitly the effects of these partial 
views on the reasoning of Mr. Ricardo, we will quote his 
criticism on a passage in Mr. Thornton’s work on paper credit, 
in which the error of his principles appears in a very striking 
light : — 

“ Mr. Thornton had stated, in substance, that a very un- 
favourable balance of trade might be occasioned in this country 
by a bad harvest ; that there might be, at the same time, an 
unwillingness in the country to which we were indebted to 
receive our goods in payment, and that under these circum- 
stances the balance due must be paid for in part by bullion . 9 
On this statement Mr. Ricardo observes, that ‘ Mr. Thornton 
has not explained to us why any unwillingness should exist 
in the foreign country to receive our goods in exchange for 
their corn ; and it would be necessary for him to show, that 
if such unwillingness were to exist, we should agree to indulge 
it so far as to part with our coin. If we consent to give com 
in exchange for goods, it must be from choice, not necessity. 
Wc should not import more goods than we export, unless we 
had a redundancy of currency which it therefore suits us to 
make a part of our exports. The exportation of coin is 
caused hy its cheapness , and is not the effect \ but the cause > of 
an unfavourable balance . We should not export it if we 
did not send it to a better market, or if we had any commodity 
which we could export more profitably. It is a salutary re- 
medy for a redundant currency; and as I have endeavoured 
to prove that redundancy or excess is only a relative term, 
it follows that the demand for it abroad arises only from the 
comparative deficiency of the currency of the importing country 
which there causes its superior value . 9 This* reasoning Mr. 

F* 
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Ricardo applies equally to the stronger case of the payment of 
a subsidy to a foreign power. 

“ Now, we would ask what necessary connection there is 
between the wants of a nation for unusual importations of corn, 
occasioned by a bad harvest, or its desire to transmit a large 
subsidy to a foreign power, occasioned by a treaty to that* 
effect, and the question of redundant or deficient currencies ? 
Surely such wants or desires might occur in one or two coun- 
tries, where immediately previous to their existence the pre- 
cious metals circulated, as nearly as possible, on a level. And 
the unwillingness of the country to which the debt is owing, to 
receive, in payment, a great quantity of goods beyond what it 
is in the habit of giving orders for, and consuming, stands 
much less in need of explanation than that a bad harvest, or 
the necessity of paying a subsidy in one country, should be 
immediately and invariably accompanied by an unusual demand 
for muslins, hardware, and colonial produce, in some othecr- 
We know indeed, that such a demand will to a certain degree 
exist, owing to the fall in the bills upon the debtor country, 
and the consequent opportunity of purchasing its commodities 
at a cheaper rate than usual. But if the debt for the corn or 
the subsidy be considerable, and require prompt payment, the 
bills on the debtor country will fall below the price of the 
transport of the precious metals. A part of the debt will be 
paid in these metals, and a part by the increased exports of 
commodities. But, as far as it is paid by the transmission of 
bullion, this transmission does not merely originate in redun- 
dancy of currency. It is not occasioned by its cheapness. It is 
not, as Mr. Ricardo endeavours to persuade us, the cause of 
the unfavourable balance, instead of the effect. It is not merely 
a salutary remedy for a redundant currency : but it is owing 
precisely to the cause mentioned by Mr. Thornton — the un- 
willingness of the creditor nation to receive a great additional 
quantity of goods not wanted for immediate consumption, 
without being bribed to it by excessive cheapness ; and its 
willingness to receive bullion — the currency of the commercial 
world —without any such bribe. It is unquestionably true, as 
stated by Mr. Ricardo, that no nation will pay a debt in the 
precious metals, if it can do it cheaper by commodities ; but 
the prices of commodities are liable to great depressions from 
a glut in the market ; whereas the precious metals, on account 
of their having been constituted, by the universal consent of 
society, the general medium of exchange, and instrument* jof 
commerce will pay a debt of the largest amount at its nominal 
estimation, according to the quantity of bullion contained in 
the respective currencies of the countries in question. And 
whatever variations between the quantity of currency and 
commodities may be stated to take place subsequent to the 
commencement of these transactions, it cannot be for a moment 
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doubted that the cause of them is to be found in the wants and 
desires of cne of the two nations, and not in any original re- 
dundancy or deficiency of currency in either of them. 

44 The same kind of error which we have here noticed per- 
vades other parts of Mr. Ricardo's pamphlet, particularly the 
opening of his subject.” — ( Edinburgh Review, Feb. 1811, 
pp; 343—345.) 

And, a few pages further on, the same line of 
criticism is thus continued : — 

44 One of the principal faults which we have remarked in 
almost all the writers who are unfavourable to the Bank Re- 
striction is, that they have not made sufficient concessions to 
the mercantile classes, in some points, where they appear to 
have truth on their side. We have already adverted to the 
error (confined, however, principally to Mr. Ricardo, and from 
which the Report is entirely free) of denying the existence of 
a balance of trade, or of payments not connected with some 
original redundancy or deficiency of currency. A practical 
merchant must, to be sure, be extremely surprised at such a 
denial, and fe.el more than ever confirmed in his preference of 
practice to theory. But there is another point in which also 
almost all the writers on this side of the question concur, where, 
notwithstanding, we cannot agree with them, and feel more 
inclined to the mercantile view of the subject. Though they 
acknowledge that bullion occasionally passes from one country 
to another, from causes connected with the exchange, yet they 
represent these transactions as quite inconsiderable in degree. 
Mr. Huskisson observes, that 4 the operations in the trade of 
4 bullion originate almost entirely in the fresh supplies which 
4 are poured in from the mines of the New World, and are 
4 chiefly confined to the distribution of those supplies through 
4 the different parts of Europe. If this supply were to cease 
4 altogether , the dealings in gold and, silver , as objects of foreign 
4 trade, would be very few*, and those of short duration 

44 Mr. Ricardo, in his reply to Mr. Bosanquet, refers to this 
passage with particular approbation. * * * Now, 

though we are perfectly ready to acknowledge, that an un- 
favourable exchange has a tendency to right itself, without the 
transmission of the precious metals, and that the transmission 
of a moderate quantity has a considerable effect, yet we cannot 
believe that these transactions are altogether either few in 
number or small in amount. If the precious metals did not 


* The experience of 1828 — 29, 1830—1832, 1839, *and 1847, 
abundantly disproves the correctness of this remark. * 
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pass from one country to another, in consequence of the state 
of the exchange, the varying necessities of these countries 
would frequently raise the rate of the exchange very far above 
the expense of transport ; and it would be impossible for the 
debtor country to make its payments at the time promised. 
But if the precious metals do pass readily from one country to 
another from this cause, we cannot help thinking that the same 
varying desires and necessities must render these transactions 
not very unfrequent. Every peculiar failure or peculiar abun- 
dance of produce, in any of the states of the great mercantile 
republic, every subsidy to be paid or received, and every 
movement of a considerable army from one country to another, 
must almost inevitably give some employment to the bullion 
trade : and when the level of the precious metals has been in 
some degree destroyed by these necessary operations, the bul- 
lion dealer is again called into action to restore the balance. 
But not only on such occasions as these does bullion pass from 
one country to another, but it is well known that most states, 
in their usual relations of commercial intercourse, have an 
almost constantly favourable exchange with some countries, 
and an almost constantly unfavourable one with others. And 
Dr. A. Smith has justly observed, that bullion forms, in general, 
the most convenient medium for carrying on the various round- 
about foreign trades of consumption which a country finds it 
necessary to engage in, and is, in consequence, greatly used 
for this purpose. It appears, then, that in the most permanent 
and ordinary relations of countries with each other, the bullion 
trader will always have something to do. — Edinburgh Review , 
Feb. 1811. pp. 361, 362.) 

Mr. Ricardo, in an Appendix to a now edition 
of his Pamphlet, wrote an answer to the article (here 
quoted) of the Edinburgh Review. This answer, 
however, contains little more than a repetition, in 
varied forms of expression, according to the phrase- 
ology peculiar to the theory in question, of the 
axiom that gold will not be exported unless it is 
cheaper than any other commodity; assuming, con- 
sequently, the fact to have been, that all commodities 
were at that time dearer in this country than they 
were abroad, relatively to gold. The misapprehen- 
sion of the facts of the case, involved in this view 
of them by Mr. Ricardo, was participated in by the 
other eminent persons who took the same side in 
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the controversy. Mr. Huskisson, for example, in 
his Pamphlet, which was published soon after the 
appearance of the Bullion Report, assumes, as im- 
plicitly as the rest of the Bullion Committee, the 
existence of a fact not only not true, but the reverse 
of the truth, viz. that prices of commodities had 
risen in the two years preceding the date of either 
the Report or the Pamphlet. This assumption he 
makes in arguing against the assertion of the anti- 
bullionists, that gold had become dearer on the 
Continent ; and he asks, 

“ Dear in exchange for what ? For the gold coin of the 
Continent ? Such an assertion would be ridiculous. Dear in 
exchange for any depreciated paper ? This is very probable 
in several parts of the Continent, but is surely not the criterion 
to whicli we shall be referred. Dear in exchange for all other 
commodities? Is this a fact? Where is the evidence of it? 
Are cloths, corn, iron, or any other leading articles, twenty 
per cent, cheaper on the Continent than they were if paid for 
in gold? Certainly not. And if they were so on the Con- 
tinent, has not the drain lasted long enough to bring matters 
to a level, and produce the same effect in this country ? Has 
the price of commodities in this country fallen within these two 
years ? Is not the contrary notoriously the fact ?” — ( Questions 
concerning the Depreciation , Sfc., p. 90., edition of 1831.) 

This total misapprehension, and consequent misre- 
presentation, of the actual state of things connected 
with the prices of commodities at that time has 
been forcibly pointed out by the late Mr. James 
Deacon Hume, in one of the letters under the sig- 
nature H. B. T., which he addressed to the editor 
if the Morning Chronicle in January 1834, and 
which were afterwards published as a pamphlet. 
Mr. Hawes (who alone, of all those members who 
took part in the debate on his motion of the 13th 
June, appears to have possessed any accurate know- 
ledge of the state of things connected with the 
currency at the period of the Bullion • Report}, 
when questioning the correctness of the prevalent 
notion of the depreciation of Bank notes during the 
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suspension of cash payments, referred, in support 
of nis view, to the opinion of Mr. J. D. Hume on 
the subject, and gave a short extract from that 
publication. As tne authority of Mr. Hume, who 
was contemporary with and an accurate observer 
of events connected with the commerce of the 
country at that period, is entitled to carry great 
weight on this point, I am induced to quote from 
his letters the following passage : — 

“ It may be observed, that no statistical tables or accounts 
have been introduced into these letters. There has been no 
need of them, because I have founded all my positions upon 
great leading facts which are notorious to all the public. The 
fact I am about to bring to the recollection of the reader is of 
this description, — I mean the ruinously low prices of our ma- 
nufactures and of our colonial productions under the operation y 
against England , , of the * Continental system 9 during the last six 
years of the war . Prices are high or low only by comparison ; 
but then it is material to consider what are the proper objects of 
comparison according to the purpose of the inquiry. For our 
present purpose we are to compare the English prices with the 
contemporaneous foreign prices * ; and, in doing so, we need 
not aim at any great accuracy, because the foreign prices of 
all those descriptions of goods which we held in the greatest 
abundance were so much above the English prices, that if we 
were to take them at only half the amount, the excess would 
still be enough to have given the exporter an enormous profit 
over and above what he got by taking gold, even if he could 
have bought gold with his Bank notes at the Mint price. 
I mean to assert that the prices of sugar f and coffee , for in - 


# No mistake can be greater than comparing the prices of 
those times with subsequent prices.— Note by Mr. Hume. 

t Mr. Hawes having, in his speech of the 13th June, 
1844, quoted this passage, Mr. Goulburn, as Chancellor of the 
Exchequer, considered it incumbent on him to reply; but 
the only point of the quotation that he seems to have caught 
was the word “ sugar;” and his answer, according to th$ 
report in the “ Times,” was to the following effect ; — “ The 
honourable gentleman (Mr. Hawes) agreed with the principles 
laid down by the Bullion Committee; but then he did not 
agree with them in their opinions respecting prices;' and he 
referred to the price of sugar, at the time the Bullion Com* 
mittee made its report, for the purpose of showing that the 
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stance, on the Continent , computed in gold, were four or Jive 
times higher than their prices in England computed in Bank 
notes . I am speaking of the times of the Berlin and Milan 
decrees and the British orders in council — of the times of the 
licence system and of the blockade system — of the times in 
which the French chemists discovered sugar in beet-root, and 
a substitute of coffee in chicory, and when the English grazier 
tried experiments upon fattening oxen with treacle and molasses 
— of the times when we took possession of the island of Heli- 
goland, in order to form there a depdt of goods, to facilitate, if 
possible, the smuggling of them into the north of Europe, and 
when the lighter descriptions of British manufactures found their 
way into Germany through Turkey. It will be remembered that 
the French decrees declared, on one hand, that no vessel should 
enter a continental port if she came from England, or even had 
touched at England ; on the other hand, our orders in council 
declared that no ship should go to the Continent unless she came 
from England. Whatever might be the military merit of this 
mode of retaliation, its commercial effect against ourselves was 
most pernicious. Our fleets had complete possession of the seas 
at that time, and they compelled every ship they met to make 
for a British port. The consequence was, that almost all the 
merchandise of the world accumulated in our warehouses , where 
they became impounded, except when some small quantity was 
released by a French licence , for which the merchants of Ham- 
burgh or Amsterdam had, perhaps, given Napoleon such a sum 
as forty or fifty thousand pounds. They must have been 
strange merchants , according to the bullionists, to have paid 
so large a sum for liberty to carry a cargo of goods from a 
dear market to a cheap one . What was the ostensible alter- 
native the merchant had ? Literally this — either to buy 
coffee at 6 d. per pound in Bank notes, and send it to a place 
where it would instantly sell at 3s. or 4s. a pound in gold! or 
to buy gold with Bank notes at 51 an ounce, and send it to a 
place where it would be received at 3/. 17$. 10 id. an ounce. 


paper at that time was not in excess. Let them, he said, see 
what was the price of sugar at that time. In consequence of 
the naval predominance of England at that very time, this 
country had the command of the sugar market. . To show this, 
he need but refer to the fact, that at the time the English army 
entered into France — ‘ the English and sugar/ — it was expected 
by the people in the South of France that the advance of the 
English would have brought to them a reduction in the price 
of sugar.” A precious specimen of the knowledge. and reason- 
ing of some of the prominent supporters of Sir Robert Peel’s 
measure ! 
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A man might as well pretend to deny all Buonaparte’s vic- 
tories. or even that there ever was such a person, as attempt 
to deny that such was the state of our intercourse with the 
Continent during the reign of the decrees. It is too absurd, 
of course, to say literally and distinctly that the gold was 
remitted instead of the coffee, as a preferable mercantile opera- 
tion; and yet if it was not so, under some explanation which I 
am totally unable to conjecture, what becomes of Mr. Huskis - 
son's advice to the Bank, to draw in a number of their notes, 
in order to reduce the price of the coffee to the sum at which it 
would be a preferable remittance to gold. I have never been 
able to extract out of all the writings of the bullionists but 
one description of reasoning which could even seem to approxi- 
mate to the shadow of an answer to this objection. I will 
state it, and expose its futility. They began by showing that 
all the human laws that ever were made have proved ineffec- 
tual in preventing the precious metals from finding their way 
out of the country, which debases its circulating medium ; or 
into the country, which contracts its circulating medium, in 
even a small degree, within the amount which is consistent 
with the preservation of its intrinsic value. This is perfectly 
true ; and, in proof of it, it would be easy to show that the 
natural tide of the precious metals did really set in strong 
upon England through the whole of the time in question. 
There was not a place in the globe at which we could gain 
access with some goods, as a valuable consideration, from 
whence the gold and silver did not spontaneously flow to us; 
and there was not a country in the world in which so large 
a quantity of desirab r e goods could be obtained for an ounce 
of gold as in England. But the error which these good people 
have fallen into is this — they arc thinking of the facility of 
smuggling gold, and forget the difficulty of smuggling goods. 
The gold, of course, will not come if the goods cannot go ; and 
that the goods could not go at the time in question, is suffi- 
ciently proved by their current market prices on different sides 
of the channel.* The impediment was the resistance of bay- 
onets and cannons ; and the ffficacy of the impediment is un- 
deniable. I remember well to have heard it frequently said of 
Buonaparte, at the time all this was going on, that he was 
constantly examining the English Price Current, in order to 
ascertain whether, and with what degree of success, his decrees 


If 60,000 tons of coffee, held here unsaleable at 6d. per 
.pound while coffee was 4s. or 5s. a pound on the Continent is 
not evidence that the impediment was more than all the sub- 
tlety of mercantile men could overcome, it is in vain to look 
for proof of such a fact. — Note by Mr. Hume. 
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were enforced by his own troops and obeyed by his allies. 
So long as he saw that gold was dear, and coffee was cheap, in 
England, he was satisfied that his continental system worked 
well. The English could see nothing in these documents but 
proof that the Bank was shamefully extending the issue of its 
notes.” — {Letters on the Corn Laws , by H. B. T. London, 
1834. p. 29—31.) 

And, after discussing at some length several 
other points of the controversy, Mr. Hume con- 
cludes this section of his Pamphlet thus : — 

“ In the quotation I have given from Mr. Ricardo, he says, 
and says most truly, ‘ The only proof which we can possess of 
the relative cheapness of money in two places is by comparing 
it with commodities in these two places/ Our money at that 
time (1808 — 1814) was wholly paper, unchecked by gold as its 
test or regulator : it was therefore peculiarly fit to be tested by 
the prices of commodities in countries where money was sub- 
jected to the ordeal of the precious metals. Now I mean to 
assert, that from this trial of its value our currency of that day 
will come out triumphant. It is a positive fact that England 
was the cheapest country in the world during the time when 
gold was 25 per cent, and upwards above the Mint price. I am 
told that if I admit the possibility of disturbance by physical 
force, I deny the theory of money. Then the surgeon who 
recognises the power of the tourniquet denies the theory of the 
circulation of -the blood.” — (Ibid, p. 37.) 

The following passage from the Speech of Mr. 
Huskisson, already quoted, may be adduced as one 
corroboration out of the immense number which 
exist, that Mr. Hume has not overstated the degree 
of misapprehension which prevailed even among 
the most eminent of the bullionist party, as to the 
real nature of the vital facts of the question. 

“ And here he must be permitted to notice, in passing, a very 
extraordinary statement made by a right honourable gentleman 
(Mr. Rose), who spoke before him in the debate — a statement 
not more singular in its nature than contradictory in itself, and 
wholly subversive of the object for which it was made. In his en- 
deavour to account for the rise of the value of all articles in this 
country, without reference to a depreciation of the existing cur- 
rency, that right honourable gentleman had adverted to France, 
and to the apparent rise of prices which had , * according to his 
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assertion , taken place in that country . The right honourable 
gentleman had contended that the price of labour was dearer in 
France than it was in England during the last year* ; and 
thence he inferred that gold was cheaper in France than it was 
in this country. Now> granting all this to the honourable 
gentleman , he would ask him , how he could reconcile such a 
statement with the fact admitted on all hands , that there was a 
profit of 20 per cent . made hy the exportation of gold to 
France V' — ( Speech , 7th May> 1811 — Speeches , vol. i. p.202.) 

The assumption by the framers of the Bullion 
Report and their partisans, of the relative state of 
prices at that period, so contrary to the actual facts 
of the case, is quite astounding; for, in reality, 
there had been a ruinous fall of prices in 1810, as 
compared with 1808 and 1809 : and, so far from 
its being true, as affirmed in the Report, that “ the 
prices of all commodities have risen, and gold ap- 
pears to have risen in price in common with 
them,” — all commodities, provisions alone excepted 
(these being scarce from the effects of bad seasons, 
combined with obstructions to importation), were 
actually falling , while gold was rising. 

I have always admitted that a difference between 
paper and its metallic standard, from whatever cause 
arising, establishes the fact of depreciation ; because 
the promise to pay in coin ought to be equal in 
value to the actual payment. But the framers of the 
Bullion Report have not been satisfied with con- 
fining themselves to this test. Mr. Horner said, 
on introducing his resolutions, founded on the 
Bullion Report, — 


* Not only labour, but nearly all articles of general use 
(wine and a few exportable articles excepted) had risen in 
France, from the date of the revolution there, to the time here 
referred to, in the full proportion of their rise in this country 
(see vol. i. p. 337.); and colonial produce was even tenfold 
higher. But it was quite in vain that facts like these were 
stated; not the slightest attention was paid to them. The 
high price of gold was the invariable answer. 
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“But it is not alone from the extraordinary rise in the 
market prices of the precious metals in this country — a rise 
not to be accounted for on the ground of any correspondent rise 
in the markets of Europe — that the depreciation of our currency 
is demonstrable. The equally extraordinary rise in the price of 
the necessaries of life , not as compared with the precious metals, 
but as compared with the actual circulation, affords a clear and 
convincing proof of its depreciation. The great and paramount 
standard of all value. Sir , is corn : and in order to enable the 
Committee to form an estimate of this standard, I shall beg leave 
to call the attention of gentlemen to the extravagant rise which 
has within the last few years taken place in the prices of that 
article — {Mr. Horner, as quoted in Mr. Hawes' Speech of 
June , 1844, p. 9.) 

Precisely the same views were entertained by 
Mr. Huskisson. In the speech which he delivered 
in support of Mr. Horner’s resolutions, already more 
than once referred to, there is the following pas- 
sage : — 

“ But here he could not help asking, though the price of gold 
was so increased, was there such a great scarcity of the article ? 
Where were the proofs of this scarcity? He was aware of 
none ; but of this he was confident, that where gold was scarce 
other commodities must become cheap. Would gentlemen try 
the question by this test ? Was it the fact that other com- 
modities had become cheap ? But if they were to entrust to 
the Bank this fearful discretion of countervailing the effects of 
the rise of the price of gold and silver, he thought that then 
the best criterion of the required standard would be found in 
taking the average price of corn for a given period jointly with 
the average value of labour. [Here he read a statement of 
the average price of wheat imported for the fourteen years 
since the Bank restriction in 1797.] Throughout this period 
the progressive rise in the average price of wheat , at stated 
periods , proved the gradual depression of our domestic cur- 
rency .'* — ( Speech , 7th May , 1811 — Huskisson' s Speeches , 
vol. i. p. 201.) 

Here Mr. Horner and Mr. Huskisson both affi rm 
that “ corn is the great and paramount standard of 
value.” And yet, at the very time that they were 
speaking (May 1811) the price of corn was falling; 
the average price of wheat, which in August 1810 had 
been as high as 116s., having declined to StJs. 11 d.: 
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being a fall of nearly 30s. a quarter.* And I 
would refer to a former volume of this work (Yol. I. 
p. 298.) for a more detailed account of the decline 
in the prices of corn which then occurred, and of 
the extraordinary error into which Mr. Homer 
seems to have fallen respecting it. 

Mr. Henry Thornton appears to have partici- 
pated in the same distorted view of the facts as 
that under the influence of which Mr. Homer 
made the remarks above referred to. To go fur- 
ther, here, in exposing the utterly unfounded as- 
sumption as to the relative prices of gold and other 
commodities, hazarded by the ultra-bullionists on 
that occasion, would occupy too much of this por- 
tion of my work. The errors in Mr. Thornton’s com- 
parison of the # prices of 1800 with those of 1811 have 
been pointed out at some length ( History of Prices, 
vol. i. p. 310.) I will here only, in proof of my asser- 
tion of the total misapprehension of the real state 
of facts on the part of the Bullion Committee and 
its supporters, in the assumption (in their Report 
and in the debates that followed it in the session of 
1811) of a general rise of prices in the two years 
immediately preceding, during which the exchanges 
had fallen, and the price of gold had risen, subjoin 
the following table, showing the highest prices 
which various articles of merchandise and produce 
had attained before the summer of 1809, and their 
depression in the early part of 1811. 

* It is to be borne in mind that the charges on importation 
were in 1810-11 immoderately high. The freight and in- 
surance alone on wheat from the Continent of Europe amounted 
to from 30a to 50a per quarter. 
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Prices before the Period of p i .. iu-* p A .:. j 

the assumed Depreciation. Pric ®* during that Periods 


Ashes, Barilla, Carthagena, In bond cwt. , 
Coffee, St. Domingo, fit bond • cwt. ] 
British plantation, superior, in 
bond - ctrt. 1 

British plantation, .inferior, in 
* bond ... cyst. I 

Cochineal, Spanish garbled, in bond* lb. I 
Copper, British, in cakes - - cwt . I 

Cotton wool, bowed Georgia - lb. 1 
Flax, Sr. Petersburg, 12 head - ton 1 

Hemp, St. Petersburg, clean * ton 1 

Lead, English, in pigs - per 19$ cwt. I 
Indigo, East India, superior - lb. ] 

Iron, Russia, in bond - - ton 1 

Oil, Northern fishery - - tun 

Gallipoli, in bond - * tun 

Provisions. Butter, Waterford - cwt. 
Rice, Carolina ... cwt. 
Saltpetre, rough, in bond - . cwt. 

i Spices, Cinnamon, Ceylon, 1st quality, 

I in bond - - - lb. 

| Pepper, E. I., block, in bond lb. 

' Spirits, Ruin, Jamaica, proof * gall. 

Sugar, Havanah, white - - cwt .* 

j Muscov. Gazette average - cwt. 

! Tallow, Russia, Y. C. cwt. 

I Tea, Congou - - - lb. 

j Timber, Mernel fir - - - load 

Tobacco, Virginia, in bond . lb. 
j Sheep’s wool, Spanish - - lb. 

! Logwood, Jamaica - - ton 


75*. @ 80*. 

1811. Apr. 

80*. @ 90*. 

1811. Apr. 

95*. ® 120*. 

1611. Apr. 

60*. @ 94*. 

1811. Apr. 

59*. @ 54*. 

1811. Apr. 

200*. 

1811. July 

I*. @ 1*. 2d. 

1811. Apr. 

UQl. @ 142/. 

1811. July 

117/. @ 118/. 

IKI1. Apr. 

41/. 

181). Apr. 

ll».6rf. ® 14*.6rf. 

1811. Apr. 


. 23/. 10s. @26/. 10*. 1811. i 


4(1/. @ 50/. 
84/. @ 85/. 


1811. Apr. 
1811. Apr. 


108*. @110*. 1810. 

45*. @52*. 1811. 

140*. @143*. 1811. 


12s.® 14*. 
I8d. 

5*. @ 6s. 6 d. 
66*. @ 87*. 
52*. @ 66*. 
110 *. @ 112 *. 
3*. 2d. @ 3*. Hd. 
15/. @ 17/. 
JGtf. @ 24d. 
22*. ® 56s. 
24/. (ft 25/. 


35*. @ 30*. 
58*. @ 68*. 


3B*. ® 74*. 

31*. @ 35*. 
140*. @146*. 

Id. ® 9 d. 

100/. @ 105 1. 
68/. ® 70/. 

33/. @ 34/. 

8*. @ 9*. 6rf. 

I/. 10*. ® 18/. 10*. 
42/. @ 46 1. 

67/. @ 59/. 

£0*. @ 95*. 

23*. @27*. 

76*. @ 80*. 


1811. Apr. 4* 2<f. @ 5*. 3rf. 
1811. Apr. 36*. @ 51*. 
1811. Apr. 34*. lid. 

1811. July 74*. @75*. 
1811. Apr. 2*. lid. @ 3*. 6d. 
1811. Apr. 10/. @11/. 10*. 
1811. Apr. 4d.@9d. 

1811. Apr. 7s. @8*. 

1811. Apr.| 16/. ® 17/. 


With reference to the rival resolutions of Mr. 
Horner and Mr. Vansittart, it was only the con- 
cluding resolution of the latter set., and the third 
resolution of Mr. Vansittart’s set, that had any 
practical importance or application. That of Mr. 
Horner proposed to make it imperative on the Bank 
to resume cash payments at the end of two years; 
while that of Mr. Vansittart affirmed the equality 
of value of the paper and the coin. 

But it required more than the mere affirmation, 
by a vote of the House of Commons, of this equality, 
to counteract the tendency of such a proceeding as 
that of Lord King in his notice to his tenantry. 
The Cold Coin Bill introduced by the late Lord 
Stanhope, and passed in July 1811 , gave the weight 
of law, and penalties on its infringement, to the 
dictum of that resolution. 

Mr. Canning voted for all Mr. Homer’s resolu- 
tions except the last, Avhile he poured an-irresistiblc 
torrent of ridicule upon the expression ‘f sense of 
value,” which Lord Castlereagh made use of in his 
vindication of the resolutions of Mr. Vansittart. 
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Section 6. — On the Policy of the Government in 
rejecting the recommendation of the Bullion Com- 
mittee for a speedy resumption of Cash Payments. 

Taking a careful and impartial view of the cir- 
cumstances of those times, as they then presented 
themselves, I cannot but think that the Government 
and the House of Commons were right in nega- 
tiving the resolution making it imperative on the 
Bank to pay in gold at the end of two years.* 

* When treating of this period in a former volume of this 
work (Vol. I. p. 351.), I expressed a very strong opinion that 
at the time when Mr. Horner’s proposed resolutions were de- 
bated in May 1811, it would have been quite impracticable for 
the Bank to have been placed in a position to resume cash pay- 
ments within two years from that time, in pursuance of the 
recommendation of the Bullion Report. But I took occasion 
to add that, although it would have been impracticable for the 
Bank to have been placed in such a position at that time , it 
might be questioned whether in 1808 ; when the exchanges and 
the price of gold were nearly at par, it would not have been in 
the power of the Directors, by timely precaution, to have resisted 
the effect of the violently depressing causes which operated on 
the foreign exchanges towards the close of 1808; and so to have 
preserved the exchanges and the price of gold at nearly their 
par value. And I leaned to the opinion that the attempt, if so 
made, might have been successful, and thus have averted some 
part of the calamitous events which burst over the commercial 
community towards the close of 1 809, and marked the interval 
from that time to the summer of 1811 as one of the most disas- 
trous on record to the mercantile, manufacturing, and banking 
interests of the country. But on carefully going over the 
ground again, and reconsidering the circumstances of that time 
for the purpose of this review, I see reason to doubt whether, if 
even the Directors had been able in, the early part of 1808 to 
foresee cne extraordinary events, political and commercial, 
which arose suddenly in the latter part of that year (all com- 
bining to cause an urgent necessity for immediate transmission*' 
of immense sums for foreign payment) they could have counter- 
acted the effect upon the exchanges without a greater convulsion 
than occurred, and greater than would, have been borne. The 
doubt I now entertain on this score has been strengthened by 
witnessing the great difficulty (increased, no doubt, by the 
unwise and mischievous Act of 1844) which the Bank has 



1809—1811. 


115 


But the argument for the continuance of the 
restriction might and ought to have been placed 
on its proper footing of expediency, under the ex- 
traordinary circumstances, political and commercial, 
of the time ; which were palpable enough ; and which 
were appreciated by the public generally ; although 
the ultra-bullionists seemed blind to them. And 
this might have been done without affirming a re- 
solution so absurdly worded as the third of Mr. 
Vansittart’s set. 

If, however, a view of the circumstances of the 
time leads to the conclusion that it would have been 
inexpedient to prescribe, peremptorily, a return to 
cash payments within two years, still more di- 
rectly does it lead to the conviction that it would 
have been in the highest degree impolitic on the 
part of the Government not to have taken measures 
to prevent the consequences which must have fol- 
lowed if Lord King had not been prevented, by the 
interference of Parliament, from acting upon the 
notice which he had given to his tenants. I lowever 
great, therefore, the deference I feel for the opi- 
nion of the distinguished writer of the article in 
the Edinburgh Review for October 1846 (whom I 
have been glad to find concurring with me in his 
view of the state of the currency during the first 
twelve years following the suspension), I cannot 


recently experienced in counteracting the large balance of 
foreign payments caused by the failure of the potatoe-crops ; 
although the difficulty so caused has not been aggravated, as 
was then the case, by the exigences arising out of the stupendous 
political events which signalised that period. But in truth the 
supposition that the Directors might have foreseen the events 
calculated to bear on the exchanges is a superfluous hypothesis ; 
for it has been their professed system, as stated by Mr. Palmer 
in 1832, not to anticipate ; but to await the actual demand on 
their coffers. And even had that not been their system, they 
could not in reason be expected, in the early part of 1808, to 
foresee, what probably no one then living did foreseb, as being 
likely to occur before the close of that year. 
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agree with him in the regret he expresses at Lord 
King’s not having been allowed to act upon his 
notice ; supposing, as the reviewer does, that the 
example would have been followed by other land- 
lords, and that eventually there would have been 
two prices, a gold price and a paper price. 


Section 7. — On Lord King's requisition to his 
Tenants to pay in Gold . 

In the passage from the Edinburgh Review which 
I here extract, there is much that is questionable. 

“ At the time when this resolution was carried, the price of 
gold had risen to 41. 1 6s. an ounce, and the exchange on Ham- 
burgh had fallen to 24 s. and on Paris to 17. 16. 

“ Under such circumstances Lord King resolved to show that 
he did not hold the promissory notes of the Bank of England 
to be equivalent to the legal coin of the realm. He sent a 
circular to his tenants holding leases granted before the begin- 
ning of the depreciation, or when it was less than at the date 
of the notice, requiring payment of the rent either in guineas 
or in Portugal gold coin of equal weight, or in Bank of England 
notes sufficient to purchase the weight of standard gold requisite 
to discharge the rent. 

“ It is very seldom indeed that the single act of an individual 
can do so much good as would have been effected by this notice 
of Lord King’s if parliament had allowed him to act on it. It 
suggested a safe mode, and that the only mode, by which the 
public could to a considerable extent correct the errors of the 
government, and obtain, if not a convenient, at least a steady 
measure of value. Had not the legislative interference which we 
have to relate occurred, the example must have been followed. 
Some difficulty would have arisen at first ; all landlords and cre- 
ditors would not have moderated their legal rights as equitably 
as Lord King, but this must have been set right by the courts 
of equity or by law. As to subsequent contracts there could 
have been no real difficulty : two prices, a gold and a paper 
price, would have been established, and one understood where 
the other was not specified. The Bank Directors must have 
admitted that their notes were of less value than the coin 
which they promised to pay. They would have maintained, 
probably, that the variation was occasioned not by the fall of 
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tlieir paper, but by the rise of gold. But however they 
accounted for the difference, they must have been nxious to 
remove it. Though they could neglect the foreign exchange, 
they could not have borne to see their paper in the British 
market at an open discount. Not long before, between Feb- 
ruary and August 1795, they had reduced their circulation 
from 14,017,510/. to 10,862,200/., and in August 1796 to 
9,246,790/. : a much smaller proportionate reduction would now 
have been sufficient to raise it to par. But even if they had 
persisted in their wild course, if they had increased their issues 
until, as was the case in 1814, they amounted to nearly twenty- 
nine millions, and gold rose to 5/. 10$. an ounce, still the mischief 
would have been much less than what really followed. The 
public creditors* loss would not have been greater, though it 
would have been more evident ; but it is probable that the 
government would have been obliged in its subsequent loans 
to borrow and pay in gold, and the national debt would now be 
less by many millions. The foreign exchanges would have 
been quoted in gold, and could not have risen or fallen beyond 
the expense of transmission. We should have saved in our 
imports and in our foreign expenditure the additional price 
which the foreign producer and merchant were forced to put 
on their commodities in order to indemnify themselves against 
the contingency of a fall in the value of the unsubstantial 
paper pound in which our contracts were actually made ; and 
above all we should have escaped all that part which was no- 
minal of the enormous rise of agricultural produce, of rents, 
and of incumbrances on landed property that were the pretext 
for the Corn Laws, which have oppressed us for the last thirty 
years.** (Pp. 24. and 45.) 

I apprehend that it would have been quite im- 
possible that two prices could have been allowed to 
subsist — : a gold price and a paper price. The in- 
conveniences and anomalies attending such a state 
of things would have been innumerable, and 
among these not the hast would have been an 
increased difficulty in the eventual return to cash 
payments. Indeed so many and so great would 
have been the inconveniences and anomalies, that, 
if Government had not interfered, the Bank Di- 
rectors must, as one of the alternatives suggested by 
the reviewer, have felt themselves hound to take 
immediate measures for the removal of the* causes of 
difference. But the effect of the measures requisite 
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for that purpose would, in my opinion, have been 
infinitely more severe than he seems to imagine. 


Section 8. — On the Possibility of the Bank coun- 
teracting the Fall of the Exchanges in 1809-1811. 

It is to be borne in mind that the year 1811 was 
one of extreme pressure and intense commercial 
distress and discredit ; insomuch that Parliament 
sanctioned, in May of that year, an issue of 
6,000,000/. of Exchequer bills, by waj of loan, to 
merchants and manufacturers. Now, under the 
measures of violent contraction of mercantile and 
financial accommodation which must have been 
resorted to by the Bank in the supposed case, 
these Exchequer bills must have been unsaleable, 
or, if saleable at all, only at an enormous discount. 
As to getting advances upon them, that must 
have been out of the question; and as the Bank 
would have closed its doors to discounts, the mer- 
chants holding even short bills would have had 
scarcely any resource. The real rate of interest 
being above 5 per cent, and the usury law preventing 
all loans or discounts above that rate, few private 
lenders would have been found, except upon annui- 
ties, or with heavy commissions, or by such other 
contrivances as were occasionally resorted to at times 
when the market rate of interest was above the legal 
rate. And in all such cases the usury law operated 
as a great additional burthen upon borrowers. 
Under these circumstances, and at such a time of 
unprecedented political difficulties, I am perfectly 
convinced that if the attempt alluded to had tieen 
made there would have been a moment of total 
stoppage of-business, something very like a general 
suspension of all payments, except for retail pur- 
poses, and of all business excepting retail trade. 
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In the passage quoted in the last section from 
the Edinburgh Keview, it is assumed that a much 
smaller proportionate reduction of the circulation 
would have been found effectual to raise the ex- 
change to par, in 1811, than that which had been 
effected by the Bank between February and August 
1795, when the reduction was from 14,017,510/. to 
10,862,200/., — and in August 1796 to 9,246,790/. 

Upon this assumption I have two remarks to 
make : — 

1. The relative amounts of the circulation, as 
here presented, do not afford a correct view of the 
actual circumstances. The amount in Feb. 1795, 
must be taken as a mere casual occurrence and I 
have no doubt that, if explained, it would be found 
to have arisen from some peculiar transactions, 
probably between the Exchequer or the Treasury 
and the Bank, which caused the employment of some 
of the larger notes and the detention of them out of 
the usual course. The reason for supposing so is, 
that there was a sudden increase in the amount 
between the beginning of January, when it was 
10,891,220/., and the 14th of March, when it 
reached 14,876,580/. And on the 21st of March 
it was still more suddenly reduced to 9,928,140/. 
It is not at all probable that the general circulation 
of notes can have experienced that increase of four 
millions, a,nd the sudden diminution by no less an 
amount than nearly five millions within one week. 
The whole variation, therefore, in that interval 
ought tu be excluded from the view taken of the 
effort of the Bank to counteract the fall of the ex- 
changes by a contraction of the circulation.* But, 
admitting the facts stated, without any such qua- 
lification, they embrace an anomaly which would 

* There is reason to believe that this extraordinary varia- 
tion arose from some peculiarity in the mode of payjment, by 
the Treasury, of the bills drawn upon it on account of the 
Austrian Loan. 
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militate no less strongly with the assumption of 
the reviewer. If the reduction from 14 millions to 
10 millions was calculated to raise the exchange, 
the previous advance from 10 millions to 14 mil- 
lions, in the preceding six months, ought to have 
depressed it. But how stand the facts? — 

Aug. 30 1794, circulation 10,286,780/. Exch. on Hamburg 35 
Feb. 28 1795, - 14,107,510/. - 36 

Aug. 31 1795, - 10,862,200/. - 32,6 

2. The other remark suggested by the assump- 
tion of the reviewer is, that the view presented 
leads to a conclusion directly opposite to that 
which lie attempted to draw from it. The reduc- 
tion, carried further than even the lowest amount 
there stated, — for by February 1797 the circu- 
lation had been reduced to 8,640,250/., — had not 
been effectual to restore the exchanges so as to 
stop the drain, and prevent the suspension which 
we know took place precisely at the time of that 
extreme reduction. And it was the inefficacy of 
the great efforts made by the Bank to contract its 
liabilities that led Mr. Henry Thornton to contend 
that the attempt at contraction had been carried 
too far , and that the catastrophe might have been 
averted, if the Directors had been more liberal in 
their accommodation, and had enlarged the circu- 
lation, instead of reducing it to so low an amount. 

A reference to the state of things attending the 
efforts of the Bank Directors, in the years 1795- 
1796, to resist the tendency to a fall of the ex- 
changes (in consequence of the large foreign expen- 
diture, and the extensive importations of corn at 
that time) tends, therefore, to render it in the 
highest degree improbable that, a less effort oriTlie 
part of the Bank, or one attended with less pressure 
on the commerce and finances of the country, would 
have been more effectual in 1811 than it had been 
found to be in 1795 and 1796 — when it was not 
effectual. 

It may h.ere be worth while to consider what 
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was the commercial and financial condition of the 
country consequent upon those efforts of the Bank 
in 1795-1796. 

In a former volume of this work* I have given 
the particulars of a meeting of merchants, in April 

1796, at which resolutions were passed stating the 
alarming scarcity of money that existed in the city 
of London at that time. The reviewer inserts a copy 
of resolutions to a similar effect in March 1797. 

There were extensive failures of banks in the 
North of England, and great mercantile discredit 
prevailed. The pressure on the money market was 
very severe; more particularly, as may be supposed, 
at the close of 1796, and the commencement of 

1797. Exchequer bills bearing interest at 3| d. 
per cent per diem were sold at 3/. and 3 1. 10s. dis- 
count. And it was said that, in some instances, 
sales were made at 5/. per cent discount. Navy 
and victualling bills were also at an enormous 
discount. Mercantile bills, excepting such an came 
within Bank time and conditions, were hardly ne- 
gotiable at all, or were subject to heavy commis- 
sions by way of evading the operation of the usury 
law. So depressed were the public funds, that 
Mr. Pitt, finding there was no prospect of ob- 
taining a loan by contract in the usual way, 
except at an enormous sacrifice, resorted to the 
expedient of a loan by subscription from the public 
to the amount of 18,000,000/ It was called the 
Loyalty Loan, and books were opened at the Bank 
for the purpose of receiving subscriptions on the 
following terms. 

Subscriptions opened 1st December,' 1796, and 
closed on the 5th. 

“For every 100/. advanced, 112/. 10s. 5 percent, 
irredeemable till the expiration of three years after 
the 5 per cent existing at the time this 'loan was 
made shall have been redeemed or reduced: with an 
Vol. 1. 1 >. 200. 
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option to the proprietors to be paid at par, on giving 
three months’ notice at any period not less than two 
years from the conclusion of a definitive treaty of 
peace, in money or in 3 per cent valued at 7 5.” 

The subscription was filled in three days ; but 
favourable as the terms were to the subscribers, 
the loan was at a discount for some time after it 
came out.* 

Now what was the state of things in 1811, that 
in order to restore the exchanges to par and to bring 
in gold, should have required less effort than was 
found ineffectual in 1795 to resist the tendency to 
a fall in the exchanges ? 

I have already alluded to the extreme degree of 
commercial distress and discredit which prevailed 
in 1810 ; a detailed account of it is given in the 
earlier part of this workf; and I will here only 
repeat the brief general description which I have 
there given of the state of things in the commercial 
world at that time. 

“ So many circumstances on so large a scale, 
combining in the same direction, the fall of 
prices, the reduction of private paper, and the 
destruction of credit, were greater and more 
rapid than were ever before, or have since been 
known to have occurred within so short a space 
of time. A general dismay prevailed throughout 
nearly all branches of trade during the last six 
months of 1810 and the first few months of the 
following year.” 

Seeing that this was the state of things at the 
period referred to by the reviewer, I would ask 
whether it is conceivable that the Bank could then 

* Credit continued to be much restricted for a considerable 
time afterwards; and the next loan was contracted on still 
more unfavourable terms, viz. : — 

Loan for 17,000,0001. — 1798. 

For every 100/. advanced", 150/., 3 per cent, consols ; 50/. 
3 per cent, reduced, and 4s. lid. annuity for 61J years. 

f Vol. I. p. 303. 
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have taken measures for forcibly reducing its liabi- 
lities by contracting its loans and discounts, with a 
view to restore the exchanges. There can be but 
one answer. Such an attempt, at that time, would 
have been an intolerable aggravation of the pre- 
vailing commercial distress and public difficulties ; 
and Government, if not so disposed of its own 
accord, would have been forced by the public voice, 
to interfere. 

The Bank, on the contrary, was enabled, by the 
existence of the Restriction Act, to relieve the 
distress as much as could be done consistently with 
its rules. The Directors extended their discounts 
very considerably in 1810; and a strong presump- 
tion that they thus only tilled the vacuum in the 
circulation caused by the numerous failures of the 
country banks is afforded by the circumstance, that 
coincidentally with the large discounts in 1810, the 
exchanges rose, and the price of gold fell to 4 1. 4s 
towards the end of that year, while the prices of 
commodities experienced a very considerable fall. 

With regard to the effects on our financial state, 
the reviewer observes, that had the Government 
been obliged to borrow and to pay in gold, the na- 
tional debt would now be less by many millions. 
This may well be questioned. The contrary would 
be the more reasonable conjecture. 1 have already 
shown the depressed state of public securities, and 
the disadvantageous terms on which, consequently, 
the loan of 18,000,000/. in 179(> was contracted ; 
and I have no doubt that the difference of the rate 
of interest at which a loan must have been con- 
tracted in the case supposed in 1811, compared 
with that at which it was actually concluded, 
would have been little, if at all more favourable, 
and would consequently have entailed an increased 
rather than a diminished burthen from it at tins 
time. 
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Section 9. — On the alleged excessive Issues by the 
j B ank, 1808 — 1814; and on the Distinction be- 
tween small and large Notes. 

Mr. Senior, in giving credit to Lord King for 
having in 1803, pointed out, as the consequences of 
the Restriction Act, the dangers which burst upon 
England between 1808 and 1814, thus describes 
them : — 


“ At length the dangers which Lord King had pointed out, 
burst also upon England. The bad harvests of 1808, 1809, 
and 1810 — the vast foreign expenditure of the Government — 
the exclusion of British manufactures from the Continent, and 
of British shipping from the continental ports — the enormous 
freights and insurance at which we were forced to import in 
foreign bottoms — the sudden opening of the South American 
markets, and the mistakes of our merchants as to the extent 
and the nature of the new demand — these causes created an 
amount of speculation, of failure, of discredit, and of com- 
mercial embarrassment, which had never been incurred before, 
and is not likely to be ever undergone again. The interest of 
money rose, and the Bank, following their routine, went on 
increasing their discounts. Their private securities, consisting 
almost exclusively of discounted bills, on the 29tli February, 
1808, were 13,234,569/. ; at about which amount they had 
averaged for the previous six years. They now rose as 
follows : — 


31st August, 1808, 
28th February, 1809, 
31st August, „ 
28th February, 1810, 
31st August, ,, 


£14,287,696 

14,374,775 

18,127,597 

21,055,946 

23,775,093 


The issue of notes exhibited a nearly proportional increase. 
On the 28th May, 1808. it was 16,899,970/., being also about 
the average of the previous six years. It rose as follows : — - , 

27th May, 1809, - - £18,252,780 

26th May, 1810, - - 21,073,580 

31st August, „ - 24,446,170 


The price of gold rose, in the beginning of 1809, to 4/. 11$. 
an ounce. The exchange on Hamburgh sunk from 35$. 5., its 
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rate in July, 1808, to 26$. 6., its rate on the 28th December, 
1810, and that on Paris, from 23. 16. to 19. 8.” (Pp. 23, 24.) 

The description here given of the circumstances 
existing at that time would amply account for 
the depression of the exchanges and the rise in 
the price of bullion, without ascribing these effects 
to the conduct of the Bank as an originating cause ; 
and the statement of the progressive increase of the 
securities, and of the circulation, is calculated, if 
unexplained, to convey a very erroneous impres- 
sion of the working of the Bank system under the 
Restriction Act. 

The figures are correctly given ; and, viewed 
in connection with the facts, the great increase of 
private securities serves to illustrate an observa- 
tion which I have more than once had occasion 
to make in reference to this subject: namely, 
that applications to the Bank for extended dis- 
counts occur rarely, if ever, in the origin or pro- 
gress of extensive speculations in commodities. 
These are entered into for the most part, if not. 
entirely, in the first instance, on credit for the 
length of term usual in the several trades; thus 
entailing on the parties no immediate necessity 
for borrowing so much as may be wanted for 
the purpose beyond their own available capital. 
This applies particularly to speculative purchases 
of commodities on the spot , with a view to resale. 
But these generally form the smaller proportion 
of engagements on credit. By far the largest of 
those entered into on the prospect of a rise of 
prices are such as have in view importations from 
abroad. The same remark, too, is .applicable to 
the export of commodities, when a large proportion 
is on the credit of the shippers or their consignees. 
As long as circumstances hold out the prospect of 
a favourable result, the credit of the parties is 
generally sustained. If some of them "wish to 
realise, there are others, with capital aiid credit, 
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ready to replace them ; and if the events fully jus- 
tify the grounds on which the speculative trans- 
actions were entered into (thus admitting of sales 
for consumption in time to replace the capital 
embarked) there is no unusual demand for bor- 
rowed capital to sustain them. The term specu- 
lation, in its obnoxious sense, is not, in such cases, 
applied to the transaction ; and the parties engaged 
have the credit of superior sagacity. 

It is only when, by the vicissitudes of political 
events, or of the seasons, or other adventitious cir- 
cumstances, the forthcoming supplies are found to 
exceed the computed rate of consumption, and a 
fall of prices ensues, that an increased demand for 
capital takes place; the market rate of interest 
then rises, and increased applications are made to 
the Bank of England for discount. 

The whole process is strikingly exemplified in the 
figures here given. It was in 1808, and the early 
part of 1809, that speculations in purchases of com- 
modities on the spot, and in orders tor imports from 
abroad, and in exports to newly-opened markets, 
were entered into on a most extensive scale. The 
grounds on which these were entered into have been 
described at some length in a former part of this work 
(Vol. I- pp. 272-9.), and the table which I have 
given (at p. 113 ante) exhibits the prodigious fall 
of prices which commenced in the spring and sum- 
mer of 1809, and continued into the spring of 1811. 
Now it will be seen, by reference to the amount of 
private securities held by the Bank, that the in- 
crease of them was coincident with the fall of 
prices. A part of the very great increase observable 
in August, 1810*, was the consequence of extensive. 

* In order to save the trouble of reference to a former 
volume of this work, I here transcribe a part of a note at 
page 365. of Vol. I. 

“ Mr. Manning, a director of the Bank, and member of 
parliament, when replying to some observation in the House 
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failures which were just then occurring among the 
country banks. If the reviewer had continued the 
figures for the succeeding twelvemonths, it would 
be seen that, when the emergency and the pressure 
on credit subsided, the securities declined to within 
a trifle of what they had been at in 1808. Thus 
they were reduced : — 

February, 28th, 1811, to £ 19,920,550. 

August, 31st, 1811, to 15,199,032.* 

The reviewer observes, that the notes exhibited 
a nearly proportional increase ; but it should have 
been added, that a proportional variation between 
the amount of private securities and of the note 
circulation is rather the exception than the rule. 
In this instance, the increase of the note circulation 
is accounted for by the circumstance, already men- 
tioned, of the extensive failures of the country 
banks causing a vacuum in the circulation requiring 
Bank of England paper to supply it, in part at 
least ; less being wanted in consequence of the great 
fall of prices. And in proof that this increase of 
Bank of England notes was not a case of excessive 
issues, causing depreciation, there is the fact that 
simultaneously with it the exchanges rose and the 
prices of bullion fell. The prices of commodities, 
likewise, Avere falling rapidly. 

There is, moreover, a fallacy in the vieAV presented 
of the increase of the note circulation, by taking the 


of Commons on tlie Bank circulation, 8th December, 1812, 
said, ‘ In July or August, 1810, it would be remembered 
that the number of notes in circulation was about 25 millions. 
But this excess was occasioned by the failure of two large 
houses in London, which produced a considerable sensation in 
the country. Bankers, in the various principal towns, then 
made demands upon the Bank to insure themselves against a 
run upon their lirms; but within six months the greater part 
of three millions was returned to the Bank of England without 
having been employed V ” 

* In February, 1813, the private securities* were oi ly 
12,894,324/. 
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total amount, without distinguishing the notes 
under 51. The distinction referred to is of the 
utmost importance in discussions of this kind ; and 
the suppression of it is a favourite practice with 
the Birmingham School, whose constant purpose it 
is to lead to the inference of a more abundant cir- 
culation haying existed during, than after, the 
suspension. There can be no doubt that the notes 
under 51. served almost exclusively as substitutes 
for the coin that was exported, and hoarded. The 
increase, therefore, of that portion of the circu- 
lation ought not to be considered as added, but 
rather as replacing what would otherwise have 
remained in use. In the instance under considera- 
tion, the comparison would stand thus: — 

5/. and upwards. Under 5/. 

31st August, 1808, 12,993,020*, 4,118,270. 

31st. August, 1810, 1 7,570,780 7,223,210. 

But while the small note circulation continued to 
increase till it reached 9,000,000/. and upwards, 
the notes of 51. and upwards were reduced , 31st 
August, 1811, by nearly 2,000,000/., namely, to 
15,692,490/., and did not again reach 17 millions 
before the end of the war. And here it may be ob- 
served, that while the retail trade required a pro- 
gressively increasing amount of Bank of England 
notes, the immensely increased transactions, finan- 
cial and commercial, in the interval of four years 
following, were conducted through the medium of a 
diminished amount of the larger notes. 

Before quitting this topic I would notice, as 
connected with it, Mr. Senior’s remark upon 

V 

* This amount is loss by two millions than it had been on 
the 31st August, 1807, and less by the very large sum of 
3,764,000/. than it was on the 21st August, 1806. See also 
note at p. 126, ante, where it is stated, that of the amount issued 
in August, 1810, about three millions returned to the Bank 
without having eireulated at all. 
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•what he terms the wild course of the Bank in in- 
creasing its issues until, as was the case in 1814, 
they amounted to nearly 29 millions, and gold 
rose to 5/. 10s. 

Here the omission to distinguish the small notes 
causes the view to be most fallacious and exag- 
gerated. The total amount on the 31st August 
1814 was 28,368,290, of which 18,703,210 were of 
51. and upwards, and 9,615,030 under 51. 

And there is a very material error in the passage 
above quoted, where it is said that the price of 
gold rose to 51. 10s. The context leads directly 
to the inference that the rise of price was coinci- 
dent with the increase of the circulation. But this 
is the reverse of the fact. The price of gold was 
at 51. 10s. on the 28th February 1814; but the gross 
amountof the circulation was then only 24,801,080/. 
or 3 millions and a half less than in August follow- 
ing ; and coincidently with the subsequent increase 
of the circulation the price of gold fell rapidly. On 
the 19th July it was quoted at 41. 12s. 


Section 10. — On the Re-adjustment of the relative 
values of Gold and Paper between 1814 and 
1819. 

Mr. James Deacon Hume has blamed the conduct 
of the Bank in 1814, in having then greatly ex- 
tended its securities and circulation. I do not jus- 
tify it. I think that both the Government and the 
Bank acted injudiciously : the one in requiring, and 
the other in granting, a large increase of advances 
on Exchequer bills immediately after the peace of 
1814. But the effect was only that of retarding 
the final improvement of the value of the paper 
And it is among the innumerable instances of the 
nonsense that has been talked about the restriction, 
and the resumption of cash payments, that in the 
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great majority of pamphlets and speeches on the 
subject it is affirmed, or taken for granted, that a 
preparation, on the part of the Bank, for the re- 
sumption of cash payments, commenced with the 
peace in 1814, and was the principal cause of the 
fall of prices which then took place ; whereas the 
blame really attaching to the Bank, at the period 
referred to, is for not having made any preparation 
whatever with that view. 

The highest quotation of gold was 51. 11s. at the 
close of 1813. At the nearest date of that year 
on which there is any account of the amount of 
the circulation (November 27) it was (exclusive of 
the notes under 51.) 15,775,640 /. In February 
1814 it was 16,455,540/., and standard gold was 
then quoted at 51. 8s., and silver at 6s. 1 1 ^d. peroz. 

It is also important to observe, that when the 
price of bullion was at the highest point, the secu- 
rities were scarcely, if at all, increased in amount. 
On 31st August 1813 they amounted to 40,105,000/., 
and the price of gold was then 51. 10s. ; at the close 
of 1810, when gold was at 4/. 4s. an ounce, the secu- 
rities were 40,973,000/., and in August 1814, when 
the price appears to have been also 4/. 4s., they 
were 48,345,000/. These opposite movements of 
the two phenomena may reasonably excite some 
doubt as -to the accuracy of the hypothesis which 
regards them as mutually dependent. 

In October 1816 the price of gold had fallen 
to 3/. 18s. 6 d . ; and that it had not fallen to the 
Mint price was only because the Bank had fixed 
this as its minimum rate. That gold might have 
been had at the Mint price of SI. 17 s. 104c/. can 
hardly be doubted, because, at that time, the price, 
of standard silver was 4s.ll£c/., and the exchange 
on Hamburgh 37. 10. to 38., and on Paris 26. 10. 
The amount of Bank notes on the nearest dates 
was, on August 30th, 1816, 17,666,510/., and on 
20th February, 1817*, 19,261,630/. 

* The late Mr. Samuel Turner, formerly a director of the 
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Hence it appears that this re-adjustment, for it 
was completely such, of the value of the paper, 
took place without the slightest observable effort 
on the part of the Bank to reduce its securities or 
circulation with that view. Gold was flowing in 
largely, and the bullion, in the Bank had, by August, 
1817, reached the large amount — then without 
precedent— of 11,668,266^.* 

There can be no doubt that the Bank was then 
in a condition to have resumed cash payments; 
and, indeed, it did actually make a beginning, by 
issuing sovereigns in exchange for its smaller 
notes. In the very able report of the Lords’ 
Committee on the Resumption of Cash Payments, 
the following statement is made of the expectations 
entertained by the Directors at that time that the 


Bank of England, in a pamphlet published in 1822, in which 
he had occasion to remark upon a statement by Mr. Ricardo, 
in his pamphlet “ On Protection to Agriculture,” referring to 
the amount of Bank notes in circulation, observed, “It is true 
I have placed out of consideration the years 1817 and 1818, 
and I have done so, Decause it would be inconsistent with any 
degree of fairness to calculate upon those years as showing 
the extent of the demand for Bank notes. It is quite notorious 
that in those years f a large number of country banks failed, and 
a run took place upon many of the most respectable establish- 
ments ; so that they were obliged to convert a considerable 
portion of their floating securities into Bank notes, in order to 
guard against a sudden panic. It has so happened, however, 
that many of the notes issued in those years from the Bank, in 
consequence of this unusual demand, never got into general 
circulation, and, in many instances, they have been returned 
precisely in the same state they went out of the Bank, without 
having passed into any other hands than those of the country 
banker and his town agent.” — ( Consideration , Sfc. by Samuel 
Turner , Esq., F.JR . &, pp. 41, 42.) 

# The circulation being then 29,503,000/. : nearly the highest 
amount attained by the outstanding notes of the Bank of 
England. 

f I rather think that Mr. Turner’s remark cahnot apply to 
1818 , because the discredit and failure of countrybanks. did 
not extend beyond the summer of 1817. 
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resumption of cash payments would take place 
prior to the period then fixed by Parliament, viz., 
the 5th of July, 1818. 

“ The Bank more than doubled its treasure during the last 
eight months of 1815, and the fall in the price of gold and the 
favourable turn of the exchanges enabled the Directors to raise 
it by January, 1817, to more than quadruple what it had been 
in the beginning of 1815. At this period the Directors felt so 
confident of being able to comply with the injunctions of Par- 
liament, even before the period at which the restriction was 
to expire, that they issued a notice for the payment in cash of 
all the one pound and two pound notes bearing date prior to 
January 1816. Finding little or no demand for cash in con- 
sequence of this notice, and their treasure having continued 
during: the course of the year to increase to an amount far 
exceeding what it had ever reached, and, with few exceptions, 
bearing a larger proportion to the extent of their issues than it 
had ever borne before, the Directors issued a second notice in 
September 1817, for the payment in cash of all notes bearing 
date before the 1st January in that year. This measure has 
been stated to the Committee to have been undertaken in the 
hope that if it proved successful, that is, if the gold so tendered 
were not demanded, or, if when demanded, it remained in the 
country, the complete resumption of cash payments would take 
place gradually , and as it were insensibly , even prior to the 
period then fixed by Parliament, viz. 5th July, 1818. — ( Lords' 
Report, 1819, p. 3.) 

It may here, towards the close of this portion of 
my review of the state of the currency during the 
restriction, be advisable to repeat a general remark 
which I have had occasion to make in former parts 
of this work. The repetition is the more called 
for, because, while the facts to which I refer have 
a most important bearing on the question, how far 
the depreciation could with propriety be said to 
have been caused by over-issues of paper, I am not 
aware that any notice has been taken of then*, or 
of the conclusions deducible from them, by those 
who affirm against the Bank the charge of constant 
over-issues. 

The facts I allude to are these. That whenever 
there was a pause or cessation of the unusually 
large foreign expenditure by the government, or of 
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unusually large importations of corn, there was 
also a tendency to a restoration of the value of 
the paper, by a rise in the exchanges, without 
any contemporaneous or immediately preceding 
reduction in the amount of Bank notes ; and that 
a complete restoration of the value of the paper 
took place in the spring of 1817, coincidently 
with a larger amount of the circulation of the Bank 
of England than had existed at any former period. 

But, in the latter part of 1817, the large 
loans required by the governments of France, 
Russia and Austria, to which considerable sums 
from this country were subscribed, combined 
with an extensive importation of foreign corn, 
depressed the exchanges, so as to cause a drain 
upon the Bank coffers. Under these circumstances 
the Directors abandoned the expectation they 
had before entertained of being able to resume 
cash payments before July, 1818 ; and an act 
was passed continuing the restriction to the end 
of the next session of Parliament. When that 
period approached, the application by ministers for 
an extension of the period of restriction was ac- 
companied by a proposal for a committee of inquiry 
by both Houses of Parliament. The result of the 
inquiry by those committees was the Act of 1819. 

What is particularly worthy of notice is the 
fact, of which the events of the time, if duly re- 
garded, leave no doubt, that but for the disturbing 
causes operating on the exchange in the autumn of 
1817, the Bank would have resumed cash pay- 
ments in 1818. 

It is impossible to conceive any evidence more 
complete of the principle of self-adjustment of the 
value of the currency inherent in the management, 
of the Bank at that period (when not exposed to the 
disturbance of an unusual demand for foreign pay- 
ments), than is supplied by this unquestionable 
fact. Not an effort had been made for the purpose 
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by either the Bank or the Government — and the 
public were all the time unconscious of the process, 
or the effect. For whatever there may have been of 
distress or discredit in 1816 and the commence- 
ment of 1817 had entirely ceased before the close of' 
the latter year, which, taken with the commence- 
ment of 1818, was considered by the Birmingham 
school as a period of abundant currency, and conse- 
quently of halcyon days. 

Had it not been for the casual occurrence of the 
disturbing causes already referred to, we should 
have had no committees of inquiry, and no Peel’s 
Bill of 1819. Indeed, nothing but the disincli- 
nation of Lord Liverpool’s government, at the 
commencement of the session of 1819, to apply for 
a further prolongation of the Restriction Act 
without inquiry, prevented the resumption being 
a spontaneous, or rather a necessary, consequence 
of the state of things at the close of 1819. In 
August of that year the price of gold was 
31. 17 s. 10£d . ; the price of standard silver 5s. 2d., 
and of dollars 5s. per ounce ; and this without the 
smallest effort on the part of the Bank or of Govern- 
ment. The proof of it is this. The only part of 
its position on which the Bank can operate, as is 
now well understood, is the amount of its securities. 
These stood — 

£ £ 

1817, Aug. 30. Public 27,098,238 

Private 5,507,392 

32,605,630 

1818, Aug. 30. Public 27,257,012 

Private 5,113,748 

32,37Q,760 

1819, Aug. 31. Public 25,419,148 

Private 6,321,402 

31,740,550 

Is it possible to conceive any thing more equable 
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in the management of the Bank, or in the require- 
ments of the Government for accommodation, than 
is shown in this statement ? Although in the in- 
termediate time the exchanges had fallen, and there 
had been a great drain on the coffers of the Bank, 
and the price of gold had risen to 4 1. 3s. for a 
short time, yet, immediately upon the cessation of 
the disturbing causes, the tide of the precious metals 
turned, and the tendency to influx in the two fol- 
lowing years was fully as strong as had been the 
tendency to efllux in the two preceding years. So 
strong indeed was the tendency to influx in the 
two years following August 1819*, that nothing 
short of a degradation of the standard, or a very 
violent effort on the part of the Bank in reducing 
its rate of interest much below the market rate, 
would have prevented or materially abated that 
influx. And yet there have been, and are, writers 
and speakers who, professing to be friendly to the 
principle of the Act of 1819, countenance the cry 
of the Birmingham school by contending that the 
measure was too hasty a one. 

If it be objected that I have not, in the view 
here given of the amount of the circulation in 1819, 
included the country bank notes, without which, it 
may be said, no fair view of the operation of the Re- 
striction Act on the amount of the currency can be 
taken, my answer is — that the issues of country notes, 


* Bullion: — 

31st August, 1819, - - £3,595,360 

31st August, 1820, - - 8,211,080 

31st August, 1821, - - 11,233,250 

But the Bank had, in 1821, anticipated the requirements of the 
Act of 1819, by which it was not obliged to pay in gold, except 
by progressive stages, till 1823, and began paying in coin in 
May, 1821. The issue of sovereigns by the Bank, from May 
to August, 1821, inclusive, amounted to 5,657,053/., which 
makes the whole influx in the two years, to 31st August, 
1821, 13,295,283/. 
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during the whole period of the suspension (as regards 
the provincial banks in Great Britain, and, after 
1804, as regards the banks in Ireland) were limited 
as completely by the notes being convertible at the 
will of the holder into Bank of England notes, as the 
Bank of England notes were before the Restriction, 
and have been since 1819, by their being convertible 
into coin. This point cannot be fortified by higher 
authority, or expressed in clearer language, than 
is found in the following passage from Mr. Huskis- 
son’s pamphlet before referred to. 

“A country bank, from its being liable at all 
times to pay its notes in those of the Bank of 
England at the option of the holder, is placed pre- 
cisely in the same situation by this check upon the 
amount of its issues as the Bank of England itself 
was by the necessity of paying in guineas before 
the Restriction and again, “ the circulation of 
Country Bank paper being therefore in exact pro- 
portion to that of the Bank of England, it fol- 
lows,” &c. 

But admitting that the country note circulation 
had undergone a diminution in more than its usual 
proportion to that of the Bank of England, it is still 
clear that such relative reduction had no reference 
whatever to any preparation for cash payments. 
Nor was it caused by any contraction of accommo- 
dation by the Bank of England. 


Section 11. — On the uniform Coincidence of the 
Periods of improved Exchanges and diminished 
foreign Expenditure. 

The remarkable and uniform coincidence of the 
variations in the state of the foreign exchanges 
with the course of the Government continental ex- 
penditure, the importations of grain, and the other 



EXCHANGES AND FOREIGN EXPENDITURE. 137 

causes which violently interfered with the ordinary 
state of the foreign commerce of the country, beaTs 
so intimately upon the controverted question of 
depreciation of the paper from excessive issue, that 
I am induced to allude to it at further length. 

I subjoin a tabular summary of the periods of 
comparative depression and recovery of the quota- 
tions on the principal foreign places, and I ven- 
ture to affirm that in every instance here given 
(and the whole period of the operation of the 
restriction is embraced in the table), there are 
abundant means of fully accounting for the phe- 
nomena upon purely mercantile grounds. 


DEPRESSED. 

RESTORED. 


i 

£ 

§ 


s 

£ 

§ 


>* 

s 


>* 

£ 

1794 May to 1796 May 

2 

0 







1796 May to 1799 June 

3 

1 

1799 June to 1802 April 

2 

10 

— 






1802 April to 1805 Oct. 

3 

6 

1805 Oct. to 1805 Dec. 

0 

2 

j 



- - 



1805 Dec. to 1808 Sept. 

2 

10 

1808 Sept, to 1811 Jan. 

2 

4 

i 



*1811 Jan. to 1812 Jan. 

l 

0 

! ... .... - .. 



1812 Jan. to 1814 May 

2 

; ^ 








1814 May to 1815 March 

0 

10 

1815 March to 1815 July 

o 

4 







1815 July to 1817 Nov. 

2 

4 

1817 Nov. to 1819 Feb. 

1 

3 







j 1819 Feb. to 1825 Jan. 

6 

i 

0 


* The year 1811 was that in which the depression was greatest, 
and it is important to bear in mind, that at the periods of 
the most depressed quotations, the transactions w$re so few, 
so irregular, and for sums so insignificant, as to form, no fair 
criterion for judging of the relative value of the currencies. 
In point of fact, it can hardly be said that at that time there 
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Further, the negative proof afforded by mer- 
cantile considerations is confirmed by the positive 
evidence that these expansions of the circulation, 
and those operations of the Bank which are de- 
scribed as “ occasioning” the fall of the exchange 
could not have had any such consequence, unless it 
can be shown, that the date of a cause may be sub- 
sequent to the date of its effect. 

The evidence upon which this statement rests, is 
so easily accessible in the valuable Appendices to 
the Reports of 1819, and the Bank Charter Re- 
port of 1832, that I may safely spare the patience 
of my readers the task of accompanying me through 
an examination of every case, and content myself 
with one or two leading examples. 

Thus, to take the severe depression which oc- 
curred between June 1799 and April 1802 — what 
are the facts? There was, in the first place, in 
the two years 1800 and 1801, an importation of 
grain to meet the deficiency of our own very de- 
ficient harvests to the extent of nearly twenty 
millions sterling. The precise figures were : — 


Years. 

Estimated Cost of Grain 

Yearly average Price 


imported. 

of Wheat. 


£ 

8 . d. 

1800 

8,755,955 

127 0 

1801 

10,149,098 

128 6 


Then there was a considerable continental ex- 
penditure in the year 1800, and also, though 
upon a less scale, in 1801. It is unfortunate that 


was any exchange business, properly so called, with Germany 
or France. There was no communication by post; the only 
intercourse was by bye-boats chiefly employed in smuggling, 
and the transmission of letters and documents by them was 
attended with great uncertainty, difficulty, and hazard. 
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no official documents have hitherto appeared which 
enable us to state precisely the magnitude of that 
expenditure. Now, the decisive fall in the ex- 
change took place in the summer of 1799, when 
the. amount of the Bank circulation had been re- 
markably stationary, and the extent of the private 
securities had been actually diminishing, during 
the preceding year and a half; as the following 
account will show : — 


CIRCULATION. 

PRIVATE SECURITIES. 

Dates. 

£5 and above. 

Quarters ended. 

Average Amount. 

28 Feb. 1798 
31 Aug. 1798 
28 Feb. 1799 
31 Aug. 1799 

£ 

11.647.000 

10.639.000 

11.494.000 

12.047.000 

31 March 1798 
30 June 1798 

30 Sept. 1798 

31 Dec. 1798 

31 March 1799 
30 June 1799 

£ 

5. 077.000 

4.099.000 

4.337.000 

4.448.000 

4.618.000 

4.162.000 


It is true that when the difficulties arising out 
of the adverse balance of payments had fairly set in, 
the advances by the Bank were greatly increased. 
But that circumstance does not in any way help 
the argument of the ultra-bullionist party. They 
have to show that these expansions took place 
before and not after the fall in the exchange. 

I may next refer to the important and prolonged 
recovery of the par of exchange, and the price 
of gold, which took place between April 1802 and 
September 1808, and which was only interrupted 
for about two months at the close of 1805, by 
subsidies to Austria and Russia. During the 
whole of this period, the importations of corn were 
on a very limited scale; our continental govern- 
ment expenditure was also moderate,, because the 
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character of the war was decidedly naval rather 
than military ; the impediments to commercial in- 
tercourse were not greater than in former periods 
of war ; and the yearly subsidies to foreign powers 
were not large. These circumstances appear to 
be quite sufficient to account for the steady 
character of the exchanges, and the undisturbed 
prices of the precious metals. And yet, during the 
whole of this period, the private securities were, on 
an average, about four millions higher than in 1800 
and 1801, and the circulation was undergoing a 
gradual expansion. 

The facts connected with the great and conti- 
nuous decline of the exchanges, and the important 
rise in the price of gold which took place in the 
autumn of 1808, are equally conclusive. It was 
in the summer of that year that the first open- 
ing occurred for opposing the enemy in the Penin- 
sula ; and the effect of the enormous expenditure 
then incurred in the maintenance of the troops 
and the provision of military chests was almost 
immediately perceptible in trie quotations of the 
exchange and the price of gold. There were also 
considerable importations of corn in 1809 and 1810. 
Mr. Yansittart, in the Appendix to his Speeches 
of 1811, states the expenditure and the cost of corn 
to have been as follows' : — 


Years. 

Foreign Expenditure. 

Cost of Corn imported. 



£ 

1808 

9 , 552,000 

336,460 

1809 

10 , 235,000 

2 , 705,496 

1810 

12 , 372,000 

7 , 077,885 

' 1 


But, besides these direct causes, there was an 

* These figures have been already noticed by me (Vol. I. 
p. 352.), but 1 insert them again for facility of reference. 
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indirect cause of depression in existence, scarcely 
less powerful. I allude, of course, to the very 
serious, and in many instances complete, impedi- 
ments to the commercial intercourse between Great 
Britain and the Continent, which arose out of the 
Berlin and Milan Decrees of Buonaparte, and our 
own Orders in Council.* These are the circum- 
stances referred to by Mr. J. D. Hume in the pas- 
sages already given from his Pamphlet. ( See antk, 
p. 106.) The difficulty was not merely that we 
were importing an extra quantity of com, and re- 
mitting an enormous amount for our foreign ex- 
penditure, but that there was also the physical 
impossibility, in many cases, of obtaining admission 
into any part of continental Europe for the mer- 
chandize intended to balance the claims against us. 

It will be worth while again to extract the 
figures which prove that the great fall of the ex- 
change in 1808 could not arise from any previous 
over issue of notes or lavish extension of dis- 
counts : 


CIRCULATION. 

PRIVATE SECURITIES. 

Dates. 

£5 and above. 

Quarters ended. 

Average Amount. 

30 May 1807 
28 Nov. 1807 
28 May 1808 
26 Nov. 1808 

£ 

12.320.000 

11.678.000 

12.982.000 

13.462.000 

1 

30 June 1807 

31 Dec. 1807 

31 March 1808 
30 June 1808 

30 Sept. 1808 

£ 

13.572.000 

12.991.000 

13.009.000 

12.369.000 

13.182.000 


I do not know that it is needful to pursue the 
subject further, or I might refer to the conclusive 

* The Berlin Decree was dated 21st November, 1806, that 
from Milan on 17th December, 1807, and the more. important 
Orders in Council on the 11th and 21st November, 18( 7. 
The American embargo appeared on the 22d December, 1807. 
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nature of the facts connected with the period from 
1812 to the close of the war; but, beyond adducing 
one or two of the more remarkable of them, I feel 
that I may safely leave this part of the subject to 
be elaborated by other hands. 

It was during the year 1813 that the price of 
gold reached its highest point, and that the ex- 
change, after 1811, was the most depressed. The 
following figures, compiled from the Commons’ 
Report of 1819 (Appendices 23 and 44), will con- 
vey some idea of the prodigious extent of the dis- 
turbing causes then in action. 


Years. 

Bills on the 
Treasury. 

Paid by 
Commissariat. 

Coin, &c. remitted 
by Government. 


£ 

£ 

£ 

1813 

19,092,521 

2,724,792 

3,371,825 

1814 

20,932,326 

5,562,701 

1,410,141 

1815 

9,108,892 

11,019,225 

2,182,014 

1816 

4,881,072 

2,921,284 

58,148 


Without committing myself to the assertion that 
the price of gold, at this time, invariably rose and 
fell with the extent of the Government demand 
for coin and bullion for remittances, I may observe, 
that during the four years above referred to (1813 
— 1816), there is a very close correspondence be- 
tween the magnitude of the Government purchases 
and the published market prices. 
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CHAPTER II. 

THE PEBIOD FBOH 1819 TO THE CLOSE OF 1847. 


Section 1 . — On Sir Robert Peel's Speeches of May 
1844 The rationale of a fixed, metallic standard. 

I have given the foregoing sketch of the contro- 
versy upon the state of the currency and the causes 
influencing it, as it existed during the period of 
the Bank Restriction, because it appears to me, that 
the subject is very imperfectly understood by the 
majority of those who have taken part in the dis- 
cussion to which the Act of 1844 has given rise, 
and that it is wholly unknown to the greater part 
of the public who have, or fancy that they have, an 
interest in the question. A review of the various 
phases of the currency question since the resumption 
of cash payments will naturally come under consi- 
deration in the examination which I now propose to 
enter upon of the grounds on which the new Bank- 
ing Act was brought forward and passed.* 

The measure was introduced into the House of 
Commons by Sir Robert Peel, on the 6th May, 
1844, when he made an elaborate speech explana- 
tory of the views by which he had been influenced 
in bringing it forward; and on the 20th, when 

* One of these phases, indeed — that, namely, which aros< on 
the remarkable (but, as regards the currency, purely accider; tal) 
coincidence of a general fall of prices with the resumption of 
cash payments (1819-22) — and a misapprehension of which gave 
rise to what is now termed the Birmingham School — I have 
dealt with so fully in the previous volumes of this work, thtfc I 
cannot but deem further reference to it unnecessary. 
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moving the House to go into committee on the bill, 
he went into a further explanation of the principles 
on which it was founded. 

There were two distinct objects proposed by the 
bill: the one to secure the general solvency of 
banks, whether issuing or non-issuing; the other 
to restrict the amount of notes in circulation of all 
issuing banks, those of Ireland and Scotland ex- 
cepted*, but inclusive of the Bank of England. 

Now these very distinct purposes are unfortu- 
nately blended and confounded in Sir Robert Peel’s 
Speech. Whether this proceeded from a conscious- 
ness on his part that his case was weak, and was, 
therefore, an adroit mode of evading a difficulty, 
or from an indistinct view of his subject in its 
general bearings, it detracts very much from the 
merits of the exposition. The Speech is altogether 
very imperfect and confused, — most unlike the 
luminous exposition of which upon many important 
occasions he has shown himself capable. 

Sir Robert first addressed himself to pointing out 
the errors of the Birmingham school, and may be 
said to have devoted an undue portion of his speech 
to it. But even on this, which seemed a favourite 
topic, he hardly did justice to the argument in 
favour of a metallic standard. The reference 
which he made to the Mint proportions between 
gold and silver was wholly irrelevant to the main 
point to be established. He was perfectly right, 
although he dwelt upon the point at unnecessary 
length, in showing that a pound , when speaking of 
a metallic standard, means a certain quantity, a 
definite weight, of metal of given fineness ; ana h§ 
justly ridiculed the notion involved in some of the 
definitions of a standard of value proposed by the 
opponents of a metallic one. 

# The regulation of these having been postponed till the 
session of 1845, when the Irish and Scotch Bank Acts were 
passed. 
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The first was, “ that a pound might be defined 
to be a sense of value, in reference to currency, 
as compared with commodities.” This was the 
definition given in a speech by Lord Castlereagh, 
in 1811 ; and was the occasion of a cutting answer 
by Mr. Canning, from whose speech I have given 
an extract in Yol. III., p. 226. 

Another of the definitions which Sir Robert Peel 
alluded to, without naming its author, appeared in 
a pamphlet by Mr. C. Bosanquet, in the following 
terms: — “ There is a standard and there is an unit 
which is the measure of value, and that unit is the in- 
terest of 33/. 65 . 8 d. at 3 per cent., that being 1/., and 
being paid in a Bank note as money of account.” This 
definition also was naturally exposed to ridicule. 

The various arguments adduced in opposition to 
a metallic standard were answered in a pamphlet 
by Mr. Ricardo. I shall have occasion further on 
to notice these pamphlets, only observing here, by 
the way, that both Mr. Bosanquet and Lord Castle- 
reagh, while lamentably and ludicrously in error 
about a standard of value, were full of information, 
extensive and accurate, as to the disturbing forces 
which, at the period to which their attention was 
more particularly directed, were operating on an 
enormous scale in depressing the exchanges. 

Sir Robert Peel quotes a third definition. “ The 
standard is neither gold nor silver, but it is some- 
thing set up in the imagination to be regulated by 
public opinion.” 

These definitions are all confused and ridiculous 
enough ; and the speaker succeeded in amusing the 
House with them. But in stating and proving that 
a standard meant a certain quantity of gold, he 
stopped short of showing an important distinction 
between two functions of money : the one, that of 
serving as an instrument of exchange; the other, 
that of being the subject of contracts .for future 
payment. It is in the latter capacity that the 
fixity of a standard is most essential. 
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As a mere instrument or medium of exchange, 
at the same time and in the same place, invaria- 
bleness of value, though desirable, is not of so 
much importance ; the immediate purpose of money 
in this capacity being to serve as a point, or 
rather a scale, of comparison more convenient than 
actual barter between any two commodities or sets 
of commodities. It is in the latter capacity, that is 
to say, as the subject of engagements or obligations 
for future payment, that in every view of justice 
and policy, the specific thing promised, in quantity 
and quality; should be paid at the expiration of 
the term. 

Thus the seller of a quantity of goods of any 
kind, on six months’ credit of the agreed value in 
gold, at the time of sale, of 46 ?. 14s. 6c?. is, or ought 
to be, entitled to receive, at the expiration of the 
term, the specific quantity of gold coined into that 
sum : namely, one pound weight of a given fineness 
of the metal, which is the present standard. If he 
receives Bank notes instead of gold, it is because 
he prefers them for convenience. 

Or suppose a person to lay out 934?. 10s. in a 
loan on mortgage at 5 per cent, equal to 46?. 14s. 6c?. 
per annum in half-yearly payments — the rationale 
of the transaction is, that having the command of 
twenty pounds’ weight of gold, he lends it on the 
consideration of receiving, half-yearly, half a pound 
of gold, and also of receiving, at the expiration of the 
time, the quantity, twenty pounds’ weight, which he 
had lent ; unless he should prefer, as he probably 
would, Bank notes or a cheque on a banker, in 
either case equal in value to that quantity of gold, 
and more convenient to him, for otherwise he would 
have no motive for giving it the preference to gold. 

Both the seller and the buyer of the goods, and the 
lender and borrower on mortgage, are willing to 
take their chance of what the value of gold may be 
at the expiration of the term. It is true that gold 
may vary in value ; but there is no other commo 
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dity, silver perhaps alone excepted, so little liable 
to vary. And there is, accordingly, no other com- 
modity than gold, or silver, which it would suit 
both parties to look to for eventual payment. 

Suppose, in the case of the seller and buyer of 
goods, that these consisted of a quantity of copper, 
say ten tons, which, at the agreed price on six 
months’ credit, amounted to 9347. 10s., it could not 
equally suit both parties to look to a repayment of 
the same quantity of copper, instead of twenty 
pounds of gold, which were of the exact value of 
the copper at the time of s&le, inasmuch as that, at 
the expiration of the term, the price or value of 
copper might, as compared with all other commo- 
dities and with gold, have risen or fallen 10 or 20 per 
cent., and to the buyer (if a rise), or to the seller 
(if a fall), a loss to that extent would ensue, if the 
stipulation were to be by a repayment in copper. 
But copper is much less variable in value than 
iron. If the transaction, therefore, were to be in 
purchase of the latter article on six months’ credit, 
the repayment, if it were stipulated to be by an 
equal quantity of iron, might vary in a much greater 
degree in the value. And still greater would be 
the liability to variation in value if the contract 
were for repayment at the end of six, or even three 
months, in wheat. 

The case is hardly conceivable, in which it should 
equally suit, both the seller and the buyer of any 
merchandize on credit, that the repayment at the 
expiration of any given term should be by an equal 
quantity of the thing sold ; but it does invariably 
suit both parties equally that the repayment should 
be in a quantity of gold equal to the quantity which 
the subject of sale would have commanded at the 
time of the bargain. 

So, and still more strongly, would this reason- 
ing apply to the loan on mortgage. It could not 
equally suit both parties to look to eventual' re- 
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payment in any other way, in any other commodity, 
or in the value of any other commodity, than gold. 

The same reasoning applies, and in a still greater 
degree, to a payment stipulated to be made in 
Bank or Government notes at the expiration of 
six months or six years, if the notes be not payable 
at the will of the holder in a specific quantity of 
gold, or so regulated as to be equal in value to the 
specific quantity of the metal in which they purport 
to be payable. 

This view of the rationale of what the Birming- 
ham school, in their peculiar phraseology, are 
pleased to call the fixity of the price of gold, is 
explained so clearly, and illustrated so aptly, by a 
very accomplished writer, Mr. Bailey, in the tract 
entitled “ Money, and its Vicissitudes in Value,” 
that I am glad to be relieved from the necessity 
of urging further arguments or illustrations of 
my own, by laying before the reader the following 
extract from that work : — 

“ The simplest pecuniary contract which is entered into, and 
which may be considered as virtually representing all others, 
takes place when one man lends another a sum of money to be 
returned to him at some future period, as for instance at the 
end of twelve months. 

“ In this case the nature of the transaction is really this^. The 
lender grants the use of a certain number of pieces of metal of 
given weight and fineness during a definite period, on condition 
that an equal number of pieces of the same weight and fine- 
ness, shall be restored at the expiration of the time. If we 
simplify the matter by putting aside the consideration of the 
circumstances attaching to coin, which are not essential to our 
purpose, it is the loan of a definite quantity of gold or silver 
on condition that an equal quantity be returned. 

“ Now, let it be observed, that there is here no question of 
value , or what quantity of commodity or set of commodities 
the gold will command in exchange. This has no part in the 
contract. The agreement respects the quantity and not the 
value of the gold ; it has nothing to do with the purchasing 
power of gold in the market. The owner of the gold allows 
the borrower the use of the metal just ns the owner of a spade 
or a plough might lend the implement to a neighbour, on con- 
dition of its being restored in the same state. It is true the 
owner of the gold does not require the return of the same 
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identical pieces of metal as the owner of the spade would pro- 
bably insist on the restoration of the identical spade ; and for 
the reason before mentioned, that one pound of gold is precisely 
like another, or one piece of good money resembles in every 
respect others of the same denomination, and therefore, to exact 
a return of the pieces actually lent would be perfectly useless 
to the lender, while it would be incompatible with the object 
for which all money is borrowed, viz. the power of transferring 
it to some one else. Should the transaction be somewhat more 
complex — should there be a stipulation that interest should be 
paid for the use of the money — still the nature of the contract 
would remain the same. It would be merely requiring that in 
addition to the restoration of the original quantity of gold a 
certain smaller quantity should be given to the lender for its 
use. There would still be no consideration — no question about 
value — but simply about quantity. The bargain would in no 
respect differ from one which had wheat for its subject instead 
of money, or a spade, or a plough. It would be an analogous 
case if c".e farmer lent another a plough on condition of re- 
ceiving back not only the plough but a new handle or a new 
share. 

“ This is a correct representation of the nature of all mere 
pecuniary bargains, whether loans or annuities, and it is so par- 
ticularly desirable to notice that in such bargains the question 
is not at all of value but of quantity , that the reader will 
pardon a little repetition. When I lend a sum of money I make 
no reference at all to its value — that is, of the relation of 
money to other articles — I never think of them; I stipulate 
only for the return of the quantity of money lent, along with 
such an additional quantity for its use as may be agreed upon. 
If I referred to the value of the sum lent, it would be necessarily 
its value in some one thing or in several things, and then my 
bargain would be in effect for a return of certain quantities of 
these things. We must come to a quantity of something at the 
last. 

“ A steady application of this simple principle would remove 
many of the difficulties which arc generally considered to em- 
barrass this question . 

“ It is true that contracts may be made which shall have refer- 
ence to the value of gold or silver as well as to its quantity ; 
and in some cases very properly. I may with great propriety 
stipulate, that, inasmuch as the 100/. which I lend when whest 
is at 50 s. per quarter is equal to forty quarters of wheat, thn 
value of forty quarters of wheat shall be returned to me when 
the loan is repaid. In effect this is, as already remarked, lend- 
ing the wheat. In the same way any other commodity may b« 
lent, or any other stipulation may be made. The freedom of 
bargains is and ought to be quite unrestricted ;* but, <*rherc h< 
express condition of this sort is made, the contract amounts to 
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what I have before stated it to be, a loan of quantity without 
reference to value , and the loan is fully repaid when the original 
quantity is restored, with the additional portion contracted for 
as interest. This is the only construction that can be put upon 
a pecuniary contract ; for if any one insists that it is a contract 
for a certain value, he is bound to show in relation to what 
commodity thia value is to be, and then the matter would be 
reduced into a bargain for a quantity of that commodity. Thus 
he would be maintaining that a pecuniary contract does not 
relate to a quantity of money as expressed on the face of it, 
but to a quantity of some commodity of which no mention is 
made. This view is undoubtedly very different from that 
which has been frequently entertained. It has been usually 
assumed that in cases of loans an injustice is committed if the 
same value is not restored, as well as the same quantity. It 
has been considered, that is to say, that the sum paid back 
should enable the owner to command neither more nor less 
than the quantity of commodities in the market which he could 
have commanded when the money was originally lent. 

“ How far this might be a desirable circumstance, if it could be 
effected, is questionable; but it is certainly not required by 
justice or equity. It is not just that the man who borrows a 
Bpade from another when it is 5s. in price, and restores it when 
it is 2s. 6d . should be obliged to return two spades, unless a 
special agreement to that effect has been made. Neither can it 
be just that a man who borrows a pound of gold should be 
obliged to restore two pounds, on the ground that a pound of 
gold will, at the time of payment, purchase only half the quan- 
tity of wheat or other commodities that it could have purchased 
when the loan was advanced. 

“ The matter would be perfectly plain if the use which is made 
of gold permitted the identity of the individual pound borrowed 
to be preserved. No one in that case would think of any thing 
more than the restoration of the original gold. An instance 
closely analogous occurs when, as is by no means uncommon, a 
service of plate is lent by one individual to another for a speci- 
fied compensation. The lender, on receiving back his plate at 
the end of a dozen months or a dozen years, would make no 
claim on account of the altered relation of the metal to other 
commodities. All that he would look for would be the restora- 
tion of the original articles in an uninjured condition.” — (Money 
and its Vicissitudes in Value , pp. 100 — 105, by the Author of 
a Critical Dissertation on Value, &c. 1837.) v '•* 

It will be observed that this view of the rationale of 
pecuniary contracts constitutes an insuperable objec- 
tion to what is called a double standard of gold 
and silver . 
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In the interval between Sir Robert Peel’s two 
Speeches of the 6th and 20th of May there had 
been some criticisms on the former. These were 
contained in an article of The Times news- 
paper.* They were noticed by Sir Robert, in his 
second Speech of the 20th of May. “ I am told,” he 
said, “ that my chain of argument the other night 
was incomplete ; that there was no necessary con- 
nexion between my premises and my conclusions ; 

* In the 2d edition of my pamphlet “ on the Currency 
Principle,” which had been published and was in the hands of 
some of the Members on the day of the debate of the 20th May 
1 844, I introduced an extract from the article in the Times in 
the following terms : — 

The policy in pursuance of which the measures of govern- 
ment were proposed was developed in a speech on the 6th of 
May of some length by Sir Robert Peel. The merits of that 
speech have been described in a manner perfectly accordant 
with my estimate of them in a leading article of the Times ; 
and as, agreeing in the view thus taken, I should fail of con- 
veying it in language of my own so characteristically clear and 
appropriate as that in which it is there expressed, I am induced 
to give the following extract, premising that in the part im- 
mediately preceding, the proposed arrangements are spoken of 
as meeting with general approbation, in which the writer of 
the article concurs. 

“ Sir R. PeePs speech was, we think, scarcely so good as his 
propositions. His premises were excellent; his conclusions 
admirable : all that was wanting was a connection between the 
two. The speech failed precisely in that which he professed, 
with some parade to have accomplished. It failed m develop- 
ing clearly' the principles on which the proposed changes were 
based. It had a beginning and ending, but seemed to have lost 
its middle in the delivery. He laid his foundations deep and 
palpable in the gold mines of Mexico ; his towering results are 
those which have long furnished a landmark to the sagacious 
speculator on agios and exchanges ; but there was a large in- 
tervening space of impenetrable and unmeaning cloud, dis- 
playing no visible or intelligible form to any imaginations but 
those which have already mastered the intricate and perilous 
ground which lies beneath. Sir Robert Peel expends much 
time ir. a true, ingenious, and very complete demolition of 
the Birmingham financiers. One-third part of 4)is speech is 
occupied in showing that gold the money of this countiw is, 
and that gold it ought to remain — an exposition Which, how* 
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that I did not show the necessity of interfering 
with the circulation of joint-stock banks or country 
banks ; that I did not establish the policy of giving 


ever valuable in itself, might, we think, without any serious 
loss to the argument, have been deferred till it was more dis- 
tinctly called for. He proceeded to prove that an interference 
with promissory notes, which were the substitutes for gold, did 
not involve him in the necessity of meddling with bills of ex- 
change or checks upon bankers — that convertibility was not 
alone a sufficient guarantee against over-issue — that country 
bankers did not regulate their issues by the foreign exchanges 
— and that a government bank was politically dangerous. 
Whence he unceremoniously leapt to his practical conclusions. 

* This brought him/ he said, ‘ to an explanation of the prac- 
tical measures which he proposed for the regulation of the mat- 
ters he had submitted to the consideration of the House/ 

** These measures we have said are just and sagacious; but 
they are scarcely justified by the speech by which they are in- 
troduced. The local banks of issue, for instance, are to be 
extinguished. Why? We gather from Sir Robert Peel's speech 
that it is because i they do not control their issues according 
to the state of the foreign exchanges/ And why should they 
so control them ? Because the omission to do so is the cause of 
over issue. And how so ? Alas, in this, the very heart and 
root of the question — the moot point of the whole — Sir Robert 
leaves us in the dark. The connection between foreign ex- 
changes and English circulation is an interesting and most im- 
portant subject ; it lay directly between Sir Robert Peel and his 
conclusion — nay, was the very ground on which that conclusion 
rested; and though to a certain extent intricate, is not too 
abstruse to be handled briefly and conclusively by the first 
financier of the day. Why, instead of grappling with it, did he 
spend time in proving what none but a few enthusiasts deny 
— the inexpediency of a return to paper payments? Equally 
chary is he of reasons for the proposed separation of the 
issue and deposit departments of the Bank of England. Those 
indeed who are familiar with the opinions of the principal 
mercantile men of the day, or have even mastered the leading 
pamphlets on those subjects, will be at no loss to divine, tbd 
principles on which he is proceeding. But this does not meet 
the wants of the wholly ignorant world, or even, we fear, of 
the half-informed House of Commons ; and we therefore regret 
that such an occasion as the present has not drawn from the 
Premier a fuller and more instructive exposition of these views 
of currency on which he intends himself, and should persuade 
his successors, to regulate the circulation of the country/* 
Unquestionably it is not easy to conceive a more defective 
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an increased control to the Bank of England over 
other banks. Now, I am not conscious that any 
link in the chain of argument was wanting.’’ 

With all due deference to such an authority, I 
have now to submit some considerations which may 
tend to show that there is not one link in his chain of 
argument that will hold to warrant his conclusion. 

Sir Robert Peel’s argument, as far as the '.mmedi- 
ate purpose is concerned, must be confined strictly 
to the question of the regulation and limitation of 
the amount of the note circulation. To provide 
for the solvency of banks, whether issuing or non- 
issuing, is a totally different question, although Sir 
Robert Peel, for the purpose apparently of pro- 
ducing an effect, thought proper to dwell upon the 
horrors of insolvent banks as a prominent reason for 
restricting the amount of the circulation. This ques- 
tion of insolvency is a point to which I shall have 
occasion to advert hereafter. In the mean time it 
cannot be too strongly enjoined on the reader not for 
a moment to lose sight of this distinction, which Sir 
Robert seems constantly intent upon escaping from. 


or less instructive exposition of views which were destined to 
have so important a practical application. 

Sir Robert Peel had evidently adopted the doctrine of the 
currency principle in its fullest extent, according to the exposi- 
tion of it by* Mr. Norman and Mr. Lloyd ; but in his endeavours 
to explain it to the House, and to show the connection of it 
with the measure he was proposing, he failed in a degree which 
is surprising in a person so gifted, and so generally clear in his 
statements. 

The truth is, that he laboured under the disadvantage of 
having embraced, without sufficient examination, a theory of 
the currency which is not accordant with, or explanatory of, 
the working of the actual system, or calculated to give any dis- 
tinct insight into the probable effects of the intended change ; 
and more especially of that part of it which relates to the sepa- 
ration of Issue and Banking. This measure of separation, for 
instance, may be the best possible ; but if so, it courld not be 
admitted to be so for the reasons stated by Sis Robert Peel. - - 
Inquiry into Currency Principle , Supplementary Chapter , 2d 
edition , page 148 — 151. 
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Section 2. — On Sir Robert Peel's Definition of 
“ Money." 

The commencement of Sir R. Peel’s exposition of 
the principles of the Act of 1844 is, as it ought to 
be, with a definition of the word money. 

This definition, among ordinary disputants, 
would be a mere question of language, and would 
involve no interest except to those who were 
disposed to take part in what might be deemed 
a scientific controversy; but, in the instance of 
Sir Robert Peel’s definition, the case is differ- 
ent. Words, with him, were things. Upon his 
understanding and assumption of the meaning of 
the word “Money,” he has based a great part 
of his argument for restraining the circulation of 
that description of paper credit which, in obedience 
to the tenets of the currency theory, he considers 
to come within the definition of “Money.” The 
definition by Mr. Norman and Mr. Loyd, and their 
deductions from it in favour of their theory would, 
however questionable, be harmless ; but when 
adopted by Sir Robert Peel, and made the ground 
of a legislative measure, it has been far otherwise. 

“I must state,” he sayB, “at the outset, that in using the 
word * money,* I mean to designate b} r that word the coin of 
the realm and promissory notes, payable to bearer on demand. 
In using the word ‘paper currency,’ I mean only such pro- 
missory notes. I do not include in that term bills of exchange, 
or drafts on bankers, or other forms of credit. There is a 
material distinction in my opinion between the character of a 
promissory note payable to bearer on demand, and other forms 
of paper credit, and between the effects which they respectively 
produce upon the prices of commodities , and upon the ex- 
changes- The one answers all the purposes of money, passes 
from hand to hand without endorsement without examination, 


* Ifendorsement is an essential distinction, whence the threat 
to country bankers to deter them from any attempt at circulating 
short dated bills of exchange as substitutes for Bank notes ? 
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if there be no suspicion of forgery ; and it is what its designa- 
tions imply it to be, currency or circulating medium.” 

Here the first link in the chain, or rather the 
ground- work of the argument, by which it is sought 
to , show that Bank notes, possessing properties 
which apply to no other description of circulating 
medium, require regulation as to the quantity al- 
lowed to be issued, will be found to fail. The de- 
finition of money, as including promissory notes 
strictly payable in coin on demand, is not warranted 
by any recognised authority, or by any legitimate 
process of reasoning. 

First, as to authorities. 

In Johnson’s Dictionary the definition of Money 
is, “ Metals coined for the purposes of commerce.” 

In no instance, I believe, will it be found that 
Mr. Locke or Mr. Harris, or even the first Lord 
Liverpool, included promissory notes, issued by 
banks and returnable to the issuers at the will of 
the holder in exchange for coin, in their use of the 
word “Money.” 

The Bullion Report of 1810 affords no sanc- 
tion to the definition of the word by Sir Robert 
Peel. The phraseology of the Report, on this 
important point, is remarkably guarded and uni- 
form. “Paper currency” is the term employed, 
and the words “ paper money” do not occur in more 
than one pr two instances ; and in these the imme- 
diate context fixes the acceptation in which they 
are used. So also Adam Smith occasionally speaks 
of paper money when meaning paper credit, that 
is, Bank notes payable in coin on demand. The 
same use of the term may doubtless .be found in 
other writers ; and I have so used it myself. But 
it will be found, I apprehend, that it has only been 
so employed as one among the several current modes 
of expression in which the term has been variously 
applied. And it is only as a matter of stHct a,nd 
scientific definition, in the nature of one of the 
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postulates for the basis of a theory, and as a ground 
for its practical application, that 1 deny the existence 
of any sufficient authority for such use of the term. 

Mr. Huskisson, in the following extracts * from 
his pamphlet, seems to have taken considerable 
pains in marking the distinguishing features of 
money and paper currency properly so called. 

“ It is,” he observes, “ of the essence of money to possess 
intrinsic value? 

M Paper currency has obviously no intrinsic value.” 

“ A promissory note, under whatever form, or from whatever 
source it may issue, represents value. It does so inasmuch as 
it is an undertaking to pay in money the sum for which it is 
issued.” 

“ The money or coin of a country is so much of its capital. 
Paper currency is no part of the capital of a country ; it is so 
much circulating credit.” 

“ Whoever buys gives — whoever sells receives, such a quan- 
tity of pure gold or silver as is equivalent to the article bought 
or sold. Or if he gives or receives paper instead of money , he 
gives or receives that which is valuable only as it stipulates the 
payment of a given quantity of gold or silver. So long as this 
engagement is punctually fulfilled, paper will of course pass 
current with the coin with which it is constantly interchange- 
able. Both money , however, and paper promissory of money, 
are common measures , and representatives of the value of all 
commodities. But money alone is the universal equivalent: 
paper currency is the representative of that money.” 

Then as to the process of reasoning by which 
Sir Robert Peel classes Bank notes under the de- 
signation of money. He assumes that there is a dis- 
tinction not only between the character of a pro- 
missory note payable on demand, and other forms 
of paper credit, but between the effects which they 
produce respectively upon the prices of commodities, 
and upon the exchanges. This assumption of the 
peculiar influence of Bank notes on prices, and'oit 
the exchanges, is unsustained by fact or argument. 
But of this ground of distinction, more hereafter. 

* The Question concerning the Depreciation of our Cur- 
rency stated and examined , 1810, pp. 1, 2. 
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The only other ground of distinction stated by 
Sir Robert Peel is that of their “ passing from 
hand to hand •without endorsement and with- 
out examination, if there be no suspicion of for- 
gery.” These differences are the most trivial 
imaginable. With reference to these and other 
distinctions that have been set up between Bank 
notes and bills of exchange, the following remarks 
by Mr. Fullarton have my entire concurrence: — 

I am aware, indeed, that by those who can perceive no 
difference between a Bank note and a sovereign, in respect 
to their several capacities of ministering to the offices of ex- 
change, and yet are unwilling to allow the bill of exchange or 
the banker’s cheque to rank on a parity with the Bank note as 
money, certain small and irrelative points of distinction have 
been suggested and insisted upon, as affording legitimate ground 
for the peculiar estimation which they claim for the Bank note. 
With regard to bills of exchange, for instance, we are told, that 
they are not entitled, like Bank notes, to the designation of 
money, for these among other reasons, namely, that they are 
“ payable at a fixed place (! !), are drawn for amounts incon- 
venient for the general purposes of pecuniary affairs, require a 
knowledge on the part of those who receive them as to the 
solidity of *he names which appear on them, and, in most cases, 
can only be transferred by an indorsement, which involves the 
credit of the indorser.” * 

Now, in the first place, it is not in point of fact true, that 
the circumstances here enumerated as peculiar to bills of ex- 
change constitute any real distinction between those bills and 
promissory notes. If bills of exchange are payable at a fixed 
place., every Bank note, I apprehend, is thb same ; though how 
its being so or otherwise should be a matter of the slightest 
importance, I own I am quite unable to conjecture. The sums 
for which bills of exchange are usually draw n, may be more 
unequal, and less convenient for pecuniary purposes, than the 
sums imprinted on Bank notes ; but this is an inconvenience 
easily obviated, wherever bills of exchange come extensively 
enough into use as a substitute for money to make it worth the 
trouble, and it proved no obstacle to their being employed 
during a long series of years, and to the almost total exclusion 
of notes, as the currency of all Lancashire, of the West Riding 
of Yorkshire, and a large portion of the other great manu- 


* See Mr. Norman’s ( Letter to Charles Wpod, Esq. M. P./ 
p. 43. 
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facturing districts in the heart of England. In those districts, 
we are told, that bills were then to be had for all sums from five 
pounds to ten thousand, and at all dates not exceeding three 
months. It may no doubt be very desirable that ttie party 
receiving a bill of exchange should know something “of the 
solidity of the names which appear on it but it cannot be more 
so, than that the taker of a Bank note should know something 
of the solidity of the banker who issues it. And, with respect 
to the alleged peculiarity attaching to bills, that “ in most cases 
they can only be transferred by an indorsement which involves 
the credit of the indorser,” it may be sufficient to answer, that, 
though an indorsement may in the first instance be required to 
render a bill of exchange negotiable, that negotiation need not 
involve the responsibility even of the first indorser, unless he 
pleases ; and a bill once indorsed in blank may afterwards pass 
through a hundred hands by delivery, just as a Bank note does.* 

These essential distinctions are in truth worth 
absolutely nothing, and most assuredly they do any 
thing but prove that Bank notes can, with pro- 
priety., be included in the definition of money, to 
the exclusion of bills of exchange. 

It will have been observed that, in the passage 
I have cited, Sir Robert Peel slides from contending 
that Bank notes are money into considering them 
only as currency or circulating medium , but still to 
the ^elusion of bills of exchange. He, in a sub- 
sequent passage of his Speech, refers to the first 
Lord Liverpool, whom he had before quoted, and 
proceeds to remark : — 

“ There is a passage in the work to which I have before 
referred, the Treatise of Lord Liverpool, which draws the just 
distinction between paper credit and paper currency, and ex- 
poses the fallacy of those who deprecate any attempt to regulate 
by law the paper currency on' the ground that it is not distin- 
guishable from paper credit.” 

“ Lord Liverpool observes : — It has been a common artifice 
practised by those who have written on paper currency, to. 
confound paper credit with paper currency, and even the highef 
sorts of paper currency with the inferior sorts, such as imme- 
diately interfere with the use of the coins of the realm. Paper 
credit is not only highly convenient and beneficial, but -is even 


' On the liegulation of Currencies, pp. 38, 39. 
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absolutely necessary in carrying on the trade of a great commer- 
cial kingdom. 

“ Paper currency is a very undefined term as used by specu- 
lative writers. To find arguments in its support, at least to the 
extent to which it is at present harried, they have been obliged 
to connect it with paper credit 3 so that the principles on which 
the use of paper credit is truly founded may be brought in 
support of a great emission of paper currency. Paper currency, 
strictly speaking, consists only of bills or notes payable or con- 
vertible into cash on demand by the person who issued the same 
at the will of the holder.” 

Lord Liverpool’s book, published in 1806, con- 
sequently during the Bank Restriction, treats almost 
exclusively of the professed object of it, as indicated 
by its title, “ The Coins of the Realm.” And a 
most valuable treatise it is on that subject. A dis- 
tinct examination, however, of the nature and func- 
tions of the different forms of paper did not enter 
into the purpose of the writer, and consequently 
he can hardly be considered as an authority for 
the distinction set up by Sir Robert Peel. Lord 
Liverpool nowhere sanctions the definition of 
“ money ” as including Bank notes. But he in- 
cidentally notices a distinction which it would 
have been well that Sir Robert Peel should have 
been aware of. The distinction I allude to is that 
between the higher denominations of Bank notes 
and the lower. Lord Liverpool says, in the passage 
cited, it has been a common artifice among writers 
on paper , currency “ to confound the higher sorts 
of it with the inferior sorts, such as immediately 
interfere with the use of the coins of the realm." 

Adam Smith is the first, I believe, who pointed 
out the distinction between Bank notes of the lower 
denominations, which served chiefly for the pur- 
poses of retail trade, and the higher, which were 
in use principally between dealers and dealers. 
The higher ones do not now circulate even among 
dealers, excepting cattle dealers and horse dealers, 
having been superseded by a general use of*banking 
accommodation, and consequently by cheques and 
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book credits. I am not aware that this distinction 
between the two denominations of notes had been 
remarked upon by any writer since Adapi Smith, 
excepting this slight incidental notice by Lord 
Liverpool, till I had occasion, in a pamphlet which 
was published a few weeks before Sir Robert Peel 
brought forward his measure, to call attention to 
the important bearing which the difference between 
the two sorts of paper is calculated to have upon 
the question of the currency theory. The con- 
founding of them Lord Liverpool considers to be 
“ an artifice” practised by those who have written 
on paper currency. I consider it to be nothing 
more than a gross mistake. It confuses and vitiates 
the reasoning on which the main conclusions of the 
currency theory are made to rest ; and it involves 
the further mistake of confounding currency and 
capital. 

Sir Robert Peel, after referring to the above 
passage from Lord Liverpool, says, “ That appears 
to me to be the true definition of paper currency 
as distinguished from paper credit. It is the sub- 
stitute for and immediate representative of coin, 
and with coin constitutes ‘ money.' ” Now Lord 
Liverpool justly observes that it is the lower sorts 
only that interfere with the coins of the realm : by 
interfering with , meaning, obviously, serving as 
substitutes for them ; and nowhere does he sanction 
a definition by which even these notes of inferior 
denomination could be considered as paper “money.” 

Sir Robert Peel’s definition of money is identical, 
however, with that which had been propounded and 
explained by Mr. Norman and Mr. Loyd in their 
evidence and their pamphlets. 

The mistake on which this definition proceeds 
of confounding the two distinct functions of Bank 
notes, arid considering both of them as substitutes 
for coin, and consequently as constituting money , 
is so important in its bearing upon this first link 
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of Sir Robert Peel’s argument, that I trust to be 
excused for here inserting the following extract 
from my pamphlet in which the distinction between 
the two kinds of circulation is pointed out : — 

“ Mr. Norman, after noticing what he calls the 
contrivances usually resorted to for the purpose 
of either dispensing with the use of money alto- 
gether, or of diminishing the quantity of it, which 
are absolutely required for the adjustment of exist- 
ing transactions, observes — 

* On these contrivances one general remark may be made, as 
it affords a ready and practical, if not a strictly scientific dis- 
tinction between such substitutes for money, and that which, as 
I conceive, really constitutes money, viz. coin and bank notes. 
If bank notes are withdrawn from circulation, their place must 
necessarily be supplied by an equal amount of coin ; but the 
abolition of any, or of all of the contrivances for dispensing 
with the use of money, will not necessitate the introduction in 
their place of an equal amount of coin or bank notes .’ — ( Letter 
to C. Wood, Esq., p. 34.) 

“ In dealing with this proposition, let us try it 
by putting the case in the strongest way, and sup- 
pose that the Bank of England has the power, and 
is disposed, to withdraw all its notes from circula- 
tion; or, in order to obviate the objection, that in 
such case other banks might supply the vacuum, 
let us suppose that all promissory notes, payable on 
demand, were suppressed by act of Parliament, 
Would Mr. Norman contend, that the whole amount 
must of necessity be replaced by coin ? 

“ Most assuredly such would not be the effect. 

“ A moment’s consideration must be sufficient to 
satisfy any one that it would only be the smaller 
denomination of notes, which, if suppressed, would 
require to be replaced by coin ; the whole of the 
1/. notes, which still circulate in Ireland and Scot- 
land, would require to be so replaced ' and the 
greater part of the 5 1 . notes, and a small .part of 
the 1(W. notes, in the United Kingdom. 
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“ All the larger amounts might be, and most 
probably would be, supplied by cheques, and bills 
of exchange, and settlements. 

“ The employment of the higher denominations 
of Bank of England notes is chiefly for the fol- 
lowing purposes : — 

“ 1. Collection of the public revenue, and the 
payment of it into the Exchequer. 

“ 2. Payments on sales and mortgages of landed 
and other fixed property. Till lately the rule in 
transactions of this nature was almost uniformly 
that the payment, on conveyance of the. deeds, 
should be made in Bank notes. But there has of 
late been a tendency to relax this rule, and cheques 
are now not unfrequently received in payment on 
such occasions. 

“ 3. Dividends and rents received by persons 
who do not employ bankers. 

“ 4. Payments for debts in cases in which the 
debtor has not a banker, or in which he would 
not be trusted so far as to have his cheque received 
in satisfaction of the claim. 

“5. Payments into Court in litigated claims. 

“ 6. Reserves held by bankers, and especially 
those of the west end of the town, and by the 
joint-stock banks in the city who are not admitted 
to the clearing-house. 

“ 7. Settlements at the clearing-house. 

“ Now these are peculiar purposes, most or all of 
which might be answered by other means than 
Bank notes, and most assuredly not by supplying 
their place by coin. 

“ 1. The public revenue is, in an increasing 
number of instances, paid into the Exchequer by 
drafts on the Bank of England. 

“ 2. Payments for landed and fixed property are 
in an increasing number of instances paid by 
cheques. 

“ 3. Dividends to persons not keeping bankers 
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might be retained by them in the shape of war- 
rants. 

“ 4. and 5. Involve so small an amount, as not 
materially to gffect the question. 

“ 6. The circulation of Bank of England notes 
among bankers, whether between the Bank of 
England and the west end bankers, and the city 
joint-stock bankers, and the circulation of country 
Bank notes, in settlements among each other, are 
mere conventional transfers of capital, which, with 
_ “ 7. The clearings among the bankers of the 
city of London might all be effected either by 
Exchequer bills, as in the case of the banks of 
Edinburgh, or by cheques on the Bank of England. 

“ The country bank notes above the lowest de- 
nominations (which are in use in the retail trade, 
and in the payment of wages) are mostly em- 
ployed in the provision markets, and in cattle and 
horse fairs, purposes for which bills of exchange 
were formerly, and might be again, very exten- 
sively employed.”* 

It appears, then, that there is neither authority 
nor reasoning in favour of the definition which 
invests Bank notes with the properties of money, or 
paper currency, to the exclusion of all other forms of 
paper credit. So that the first link of the argu- 
ment of Sir Robert Peel, or, rather, the ground- 
work of it, utterly fails. But even if he had esta- 
blished his definition of Bank notes, as constituting 
money, or even paper currency, exclusively of all 
other forms of paper credit, so that the distinc- 
tion, instead of being a mere unsupported dictum 
of the currency theory, were admitted as an axiom 
beyond doubt or dispute — it does not follow that 

* It was a great omission on the part of the Committee on. 
Banks of Issue in 1840 and 1841, not to have inquired of the 
bankers who were examined what were the purposes (or which 
the different sorts of bank notes were required. 
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this description of paper obligations, or promises, 
should require more of regulation, as regards the 
issue or the quantity of them, than other obliga- 
tions, merely because they are payable on demand. 
There is no more reason, derivable from the expo- 
sition which assumes this particular property of 
Bank notes as constituting them to be money, for 
compelling the issuers of them to limit their quan- 
tity, than for compelling the issuers of bills of ex- 
change to do so. 

But it seems there is another link in the argu- 
ment which takes Bank notes out of the category 
of other forms of paper credit. Sir Robert Peel 
admits that other forms of credit have some ef- 
fects in common with Bank notes, but he adds — 
“ I think experience shows that the paper currency, 
that is, the promissory notes payable to bearer on 
demand, stands in a certain relation to the gold 
coin and the foreign exchange in which other forms 
of paper credit do not stand.” What this different 
relation may be is not, upon the bare enunciation 
of the proposition, very obvious, nor is it rendered 
much more so by the illustrations offered in eluci- 
dation of it. “There are,” says Sir Robert Peel, 
“ striking examples of this adduced in the Bullion 
Committee of 1810, in the case both of the Bank 
of England and of the Irish and Scotch banks.” 
He then goes on to give the examples, which 
are — 

1. The Bank of England in 1696, when it had 
suspended its payments in cash, and when its notes 
were at a discount of 17 per cent. 

2. The Bank of Ireland in 1804, when its notes 
were not only inconvertible into gold, but werb not. 
convertible, as the English and Scotch bank notes 
were, into Bank of England notes. 

3. The Scotch Banks about the middle of last 
century, which issued notes with an optional clause. 
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To Mr. Fullarton* we are indebted for a very 
clear exposure of the utter inapplicability of these 
examples to the elucidation of the very obscure 
proposition which they were called forth to illus- 
trate. I regret that the length of this very striking 
passage compels me to refrain from inserting it. I 
will only here repeat the concluding sentence of 
it: — 

“ Really, to anticipate any effect from illustra- 
tions like these, is presuming somewhat far on the 
ignorance of those to whom they are addressed.” 

How Sir Robert Peel could venture to adduce 
examples so inappropriate to any legitimate pur- 
pose of his argument, is not easily to be ac- 
counted for, unless he acted upon the presumption 
— perhaps a fair one — that he was addressing an 
auditory profoundly ignorant of the subject, and 
a public little less so. 

Sir Robert Peel concludes the citation of these 
singularly inappropriate examples with the remark, 
“ In all these cases the action has been upon that 
part of the paper credit of the country which has 
consisted in promissory notes payable to the bearer 
on demand.” 

It appears from this passage that Sir Robert 
Peel, assuming that the Bank, in those far-fetched 
cases of inconvertible paper, acted directly upon 
the amount of their out-standing notes, inferred, 
and desired those he was addressing to infer, that 
the Bank of England and the country banks, in 
modern practice, and in a strictly convertible state 
of the paper, have also a direct power over the 
amount of their circulation, and thence an influ- 
ence on the total quantity of money ; and, conse- 
quently, on prices, and on trade and credit. 

Regulation of Currencies, p. 176 to 184. 2d edition. 
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Section 3. — On the Currency Principle. 

Sir Robert Peel, in ascribing these exclusive pro- 
perties and functions to bank notes, and in main- 
taining, as he did, that the amount of them ought 
to be regulated by immediate reference to the 
foreign exchanges, had become, in the fullest sense 
of the word, a proselyte of the “ Currency prin- 
ciple”* school. 

And as it was in accordance with the tenets of 
that school that his banking measure of 1844 was 
framed, it is necessary, in the examination of the 
merit of the scheme, here to give some account of 
them. This I cannot do better than by the follow- 

* It has been supposed that the use of the expression “ Cur- 
rency Principle ” to designate the set of opinions here alluded to 
was first used by me. This is a mistake : it was first used, I be- 
lieve, in the evidence of Mr. Norman, before the Committee on 
Banks of Issue in 1840. After a question and answer relating 
to the circulation of the country banks, he is asked, — 

M Q. 2018. Do you conceive that their circulation is at pre- 
sent regulated in any way consistently with the variation 
which would take place in a metallic currency ? — No ; I think 
not : it seems to me that their circulation is varied upon what 
I should call 1 banking •principles: that is to say, that it increases 
with the rise of interest and prices ; and that it decreases with 
the fall of interest and prices, in opposition to what 1 should call 
Currency principles , according to which it would increase or 
decrease with increase or decrease of bullion; and the only 
limitation that I can perceive, is the ultimate necessity which 
the private issuers are placed under of discharging their notes 
in gold or Bank of England notes.” 

There is another answer or two by Mr. Norman, in the same 
evidence, in which the term is so used. And in his letter to 
Charles Wood, Esq., in 1841, page 30, the term “ Currency Prin- 
ciple” is again used in opposition to the “ Banking Principled 

Mr. Gilbart, in the course of his examination before the 
same Committee in 1841, having made use of the term§ Cur- 
rency principles and Banking principles, was asked : — “Q. 932. 
What do you mean by the expression * Currency principles V 
— I mean by the phrase ‘ Currency principles ” a bank which 
shall do nothing else but issue notes for gold, and gold for 
notes. Q. 933. What do you mean by the expression, ‘ Bank- 
ing principles V — I mean by ‘ Banking principles 9 notes that 
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ing description of them, given by me when writing 
on the subject, before I was at all aware, or thought 
it within reasonable probability , that the theory of 
that principle was destined to form a basis for the 
regulation of our paper currency. 

“ It was held by most writers of any authority 
on the subject of the currency, till within the last 
few years, that the purposes of a mixed circulation 
of coin and paper were sufficiently answered, as 
long as the coin was perfect and the paper con- 
stantly convertible into coin; and that the only 
evils to be guarded against by regulation, were 
those attending suspension of payment and insol- 
vency of the banks, a large proportion of which 
blend an issue of promissory notes with their other 
business. This, in point of fact, is what is under- 
stood in general terms as the ‘ Banking principle,’ 
and is that upon which our system of currency is 
constructed and conducted. 

“ But a new canon of currency has of late been 
promulgated by persons of no mean authority. 
According to these authorities, it is not sufficient 
that the Bank notes should be at all times strictly 
convertible into coin, and that the banks, whether 
issuing or not issuing, should be solvent; they 
consider that a purely metallic circulation (except- 
ing only as regards the convenience and economy 
of paper), is the type of a perfect currency, and con- 
tend that the only sound principle of a mixed 
currency is that by which the Bank notes in circu- 
lation should be made to conform to the gold, into 
which they are convertible, not only in value, but 
in amount; that is to say, that the Bank notes 

are issued in the repayment of deposits, or in the discount of 
bills, or in the making of loans ; at the same time, I would state 
that I merely used those words in the sense in which they are 
used by the writers who advocate those peculiar principles 
which they call Currency principles. I do not at all admit 
that those are the correct principles upon wbich the currency 
should be Administered.” 
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being supposed to be a substitute, and the only- 
substitute, for so xrluch coin, should vary exactly in 
amount as the coin would have done if the cur- 
rency had been purely metallic ; and that the test 
of good or bad management is not, as is considered 
under the mere banking principle, in the extent 
or proportion of reserve in treasure and in imme- 
diately convertible securities held by the banks; 
but in the degree of correspondence between varia- 
tions in the amount of bullion and variations in the 
amount of Bank notes in circulation, A regulation 
of the issue of Bank notes, in conformity with this 
doctrine, is now understood to be designated as the 
‘ Currency principle.’ 

“ With a view to the application of this principle 
to practice, it has been suggested that either a 
national bank should be established under com- 
missioners, whose duty and functions should be 
confined to the exchange of paper against gold and 
of gold against paper, for all beyond a fixed amount 
of paper issued against securities ; or that the 
Bank of England should be the sole source of 
issue, under the strictest rule of separation of the 
functions of issue from the merely banking depart- 
ment. 

“ The arguments urged in favour of such separa- 
tion have, as it should seem, made considerable 
impression on the public mind, and schemes founded 
upon this principle have been strongly pressed on 
the attention of government, on the ground not 
only of guarding against the danger of suspension 
and. insolvencies of the issuers, but of imparting 
more confidence and stability to credit and trade* 
and of securing greater steadiness in prices, and 
thus obviating or abating the alternations of 
feverish excitement and the extreme of depression, 
which have prevailed under the existing system, 
and which are imputed to a neglect of the Currency 
principle. 
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“ The theory of the Currency principle numbers 
among its advocates many distinguished names. 
The fullest and most elaborate statements of it, 
however, are to be found in the publications of Mr. 
Norman, Mr. Loyd, and Colonel Torrens, and in 
the evidence of the two former gentlemen Before 
the Committee of the House of Commons on Banks 
of Issue in 1840. I therefore avail myself mainly 
of their exposition of the doctrine, and their argu- 
ments in support of it, as affording the best grounds 
for an examination of the theory, and of the prac- 
tice recommended as an application of it. 

“ The following extract from Mr. Norman’s evi- 
dence conveys a concise statement of the theory, 
and of the proposed application of it, as the only 
sound rule for the paper portion of the currency, 
namely, Bank notes, which he limits to those notes 
which are in the hands of the public : — 

“ ‘ I consider a metallic currency to be the most perfect cur- 
rency, except so far as respects inconvenience in some respects, 
and cost. In every thing else a metallic currency is the most 
perfect, and should be looked upon as the type of all other 
currencies ; and as from their superior convenience and greater 
cheapness, bank notes are introduced to supply the place of a 
certain portion of metallic currency, I think that bank notes 
should be so managed, that they should possess all the other 
attributes of a metallic currency, and among those attributes, I 
conceive the most important to be that they should increase 
and decrease in the same way that a metallic currency would 
increase and decrease. I do not think it is possible to improve 
upon a metallic currency, except in the two points of con- 
venience and cheapness.’* 

“ Mr. Norman afterwards explained that by con- 
venience he meant the easier transfer, and by cheap- 
ness the economy of using the less costly material ; 
so that the paper thus regulated, would be so far 
an improvement on a metallic currency. 

“ The following are the chief* evils which pre- 
sent themselves, according to Mr. Norman’s view, 

* G. W. Norman, Esq. Evidence. Committee on Banks of 
Issue. Question No. 1749. 



170 


THE CURRENCY PRINCIPLE. 


in our existing paper circulation, from its not con- 
forming to such rule : — 

“ 1. A tendency to vary, both as to excess and 
deficiency, in an unnecessary degree, and at un- 
suitable periods. 

“ 2. A liability to discredit, both mercantile and 
political, in a large portion of it, if not the whole. 

“ 3. Temporary or permanent insolvency on the 
part of many of the issuers. 

“ Mr. Loyd in his evidence gives the following 
view of the inconvenience which he ascribes to 
the present system : — 

“ * Q. 2748. Are there any other evils besides the danger of 
nonconvertibility that arise out of the present system V — ‘ A. 
* There can be no doubt about it ; the state of the circulation 
has a very direct effect upon the state of credit, of confidence, of 
prices, and of banking ; and if the state of the circulation be al- 
lowed to become an unnatural one, unnatural and pernicious 
effects will be produced upon all those. If your circulation is 
subject either to depreciation from excess of its amount, or to 
violent fluctuations of amount, then undoubtedly that will be fol- 
lowed by corresponding effects upon confidence, upon credit, 
upon prices, upon banking, and so forth. Those things are also 
affected by other considerations. I do not see that it is pos- 
sible to analyse the effects, and to attribute to each cause its 
respective share in producing those effects ; all that can cer- 
tainly be understood is, that if you regulate the paper circula- 
tion upon sound principles, you may be quite sure that you 
have then removed that portion of the evil effects which was 
attributable to the want of due regulation.’ 

“ By an unnatural state of the circulation, and 
the want of due regulation, must be understood 
in the sense in which Mr. Loyd uses the term, a 
non-conformity of the amount of Bank notes to the 
amount of bullion .” — ( Inquiry into the Currency 
Principle , p. 1 — 6.) 

It will be observed, that in charging the system 
as it existed before the Act of 1844, with the evils 
here enumerated, and in imputing, as mismanage- 
ment on the part of the Bank of England and the 

“ Remarks on Currency and Banking,” by G. W. Norman, 
Ifscp, 1838* 
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country banks, their not so regulating the amount 
of the note circulation as to make it conform to the 
variations in the foreign exchanges, the propounded 
of the theory of the currency principle assume and 
affirm that it is in the power of the banks to act 
directly on their circulation ; in other words, that 
they can and do exercise a direct control over the 
quantity of paper currency which they define to be 
Bank notes. 


Section 4. — On the Error of confounding Paper 
Credit with Paper Money. 

In the assumption alluded to at the close of the 
last section, it is now quite clear that, in the currency 
theory, paper credit , that is Bank notes, resting on 
credit and payable on demand in coin, is confounded 
with p>aper money. The distinction between the 
two is thus pointed out by Mr. Huskisson. 

“ Of paper currency there are two sorts ; the one resting 
upon confidence; the other upon authority. Paper resting 
upon confidence is what I have described as circulating credit , 
and consists in engagements for the payment on demand of any 
specific sums of money , which engagements, from a general 
trust in the issuers of such paper, they are enabled to substitute 
for money in the transactions of the community. Paper resting 
upon authority, is what, in common language, is called paper 
money ; and consists in engagements issued and circulated 
under the sanction and by the immediate intervention of the 
public power of the state.* Paper, sucli as alone used to be 
current in Great Britain before the restriction on the bank, was 
strictly circulating credit The paper current in Austria, 
Russia, &c. is properly denominated paper money 

Professor Storcli, in his very elaborate work 
“ Cours d’Economie Politique,” gives the following 
definition of paper money f : — 

* The confusion between paper credit and paper money se^ms 
to have given rise to the dogma of the currency* theory, that the 
issue of promissory notes payable on demand, in coin, is a pre- 
rogative or function of the sovereign ! 

f Vol, iv. p. 1. 
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“ On reserve le nom de papier-monnaie k des billets que le 
souverain ordonne de recevoir en payement k la place du nume- 
raire met611ique. Quelles que soient la forme et Torigine de ces 
billets, qu’ils promettent un remboursement ou non, qu’ils soient 
6mis par des particuliers ou par le gouvernement, dks que leur 
circulation n’est plus l'effet de la confiance, ils cessent d’etre 
des billets de confiance et deviennent du papier-monnaie.” 

Billets de Banque he considers as billets de con - 
fiance , in other words, as paper credit, and therefore 
as differing essentially from paper money. Other 
authorities might be cited to the same effect. 

Thus, for example, there is the following passage 
in Mr. Fullarton’s treatise, already referred to: — 

“ Gold and silver coin pass current in exchange for all sorts 
of commodities, because gold and silver are themselves com- 
modities of value, and furnish the buyer and seller with a con- 
venient equivalent that is universally in demand. Inconvertible 
government notes, though valueless in themselves, acquire a 
value in exchange, as has been shown, from the conditions 
annexed to their emission, and by reason of that value are 
received in exchange for commodities precisely on the same 
principle as coin. These two descriptions of circulation, there- 
fore, fall naturally under a common head ; and the phrase 
‘ money * may by a fair analogy be applied equally to the one 
as to the other. The operations performed by both, but more 
especially those performed by the coin, partake to a greater or 
less extent of the nature of barter. But when, in the progress 
of society, credit comes to perform an important part in all 
mutual dealings, and in the great majority of transactions super- 
sedes the necessity for this interchange of equivalents, an en- 
tirely new principle is brought into play, and one governed by 
distinct laws. Credit becomes then the legitimate substitute 
for money, but, in all its modifications and phases, it is distin- 
guished by a broad and impassable line from money itself. The 
real question then to be considered is, not whether this or that 
particular form of credit be entitled to the designation of 
‘ money,' but whether, without a perversion of terms and an 
outrage of principle, that denomination can be applied to credit 
in any shape. 

“ Now, what are bank-notes but a form of credit? What are > 
they but credit parcelled out into small and even sums, for 
greater convenience in circulation? Each note is simply a 
transferable acknowledgment of a debt due from the banker to 
the first recipient of the note, and which he (the banker) pro- 
mises to pay on demand: the value of which it purports to 
convey is that which it enables the holder to command by send- 
ing it to the bank, from whence it issued, and no other; and it 
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is a value which rises and falls with the value of the money it 
represents, whether that money be metallic or conventional ; 
for a circulation of bank notes may have either indifferently for 
its basis .’’ — ( Regulation of Currencies , 2d edition, pp. 36, 37.) 

The difference between the two descriptions of 
paper is highly important. In my tract of 1844, I 
noticed the error of confounding the two, and 
pointed out their distinctive features in practical 
operation. As my notice of that distinction, and of 
the practical consequences flowing from it, brought 
forth answers from some of the most prominent of 
the partisans of the currency theory, avowing their 
belief of the perfect identity of the two sorts of 
paper currency up to the point of convertibility, 
and denying any difference up to that point in their 
practical effect, it is essential to a clear view of 
the difference between us, to insert here the passages 
of my tract relating to it, and of the answers which 
it elicited. 

“ A great part of the examination of witnesses 
by the Committee of the House of Commons on 
Banks of Issue in 1840, was directed to the elicit- 
ing of opinions as to the terms by which the various 
kinds of instruments of exchange should be desig- 
nated and classified. The witnesses were severally 
called upon to define the sense in which they used 
the terms ‘ money, currency, and circulation,’ ‘and 
to say whether they included deposits in the Bank 
and bills of exchange under any or all of these 
terms. 

“ The importance which was attached to the 
attempt at settling those definitions seems to have 
arisen from an opinion which prevailed evidently 
among the members of the Committee*, that, by 

* From the tenour of the questions which were put to me 
and other witnesses by Mr. Hume, it might be inferred that he 
was of opinion that bank notes and deposits, as they conferred 
a power of purchase , were operative as a cause of variations of 
prices. And it is possible that such was then his opinion ; but, 
not long before, he seems to have entertained a very differe nt 
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arriving at a conclusion as to what part of the 
various forms of paper credit should be considered 
exclusively as money or currency, conferring a 
power of purchase , some criterion or test might be 
found of the influence of one of the principal ele- 
ments upon which not only the state of trade and 
credit, but also general prices depend; it being 
assumed that commodities, although liable in each 
particular instance to be influenced by circum- 
stances affecting the supply and demand, are more 
or less under a direct influence from variations in 
the quantity of money or currency. And the same 
assumption of a direct agency of the quantity of 
money, according to the assumed definition of it, 
on prices, will be found to be either expressed or 
implied in the vast majority of the numberless 
publications to which the currency question has 
given rise. 

“ An increase or diminution of the amount of 
Bank notes is evidently considered, not only by the 
professed adherents of the doctrine of the currency 
principle, but by a large proportion of the public 
who take an interest in the subject, to be analogous, 
in the effects on markets, to alterations in the quan- 
tity of a government compulsory paper ; or, in 
other words, they consider that prices in such cases 
are under a direct influence from, and affected in 
the same manner by, variations in the amount of 

view. In the debate on Sir W. Clay’s motion for a committee 
on Joint Stock Banks, May 12. 1836, Mr. Hume said, “With 
regard to the amount of paper issues, I think I could show that 
it would be impossible to issue too much paper money, if it 
were made convertible into gold in every part of the kingdom 
on demand. Indeed, I believe that great delusion exists in the . 
country with regard to the effect on prices of the currency. 'My 
opinion is, that the quantity of money depends on the rise of 
prices; and that the rise of prices does not depend on the 
quantity of money. I hold the prevailing doctrine to be ex- 
tremely erroneous on this point. The currency doctors I know 
differ from me ; but there bas never been a fair opportunity of 
demonstrating the truth of my propositions.” 
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Bank notes in circulation, which they designate 
indiscriminately as paper money. 

“ I cannot help thinking that there is a lurking 
impression among the doctrinaires of the currency 
theory, arising mainly from their use of the term 
* issue of paper money,' which leads them to con- 
found Bank notes, strictly convertible into coin, 
with a compulsory and inconvertible paper cur- 
rency. It is true, no doubt, that they are aware 
that the liability to payment on demand in gold 
will eventually check any excess of issue in the one, 
and will thus distinguish it from the other. But 
it seems to me equally true, judging by all their 
expressions and the whole course of their argu- 
ments, that they are misled by a false analogy, and 
that although they admit in general terms that 
there must be a check to the power of issue by 
its being brought to the test of convertibility, they 
are of opinion that there is a power in each indi- 
vidual bank of issue, and in the banks of issue col- 
lectively, to operate at any given time in adding 
directly to the amount of Bank notes in circulation 
and in withdrawing them from it. The presump- 
tion .that the advocates of the currency principle 
are under the influence of this mistaken analogy 
will be strengthened when we come to the conside- 
ration of the effects in trade, credit, and prices, 
which they ascribe to the influence of the quantity 
of money, meaning Bank notes and coin. 

“ This erroneous impression arises from a neglect 
of the consideration of the difference in the manner 
and purpose of the issue. I have not met with 
an instance in the inquiry by the committees, or in 
the numerous publications which have appeared 
on the subject of the currency, of any attention 
having been paid to this particular point. Indeed, 
the context in all of them seems to assume that there 
is no difference, and that therefore an), attempt at 
explanation would be a work of supererogation. 
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Thus, Mr. Porter, who, in the chapter on currency, 
in his highly valuable work ‘ On the Progress of tne 
Nation,’ attributes to the amount of the circulation 
great influence on prices, contents himself with 
observing, ‘ It is not necessary to explain , at any 
length, in what manner excessive issues of currency 
tend to raise the general prices of goods.’* Now an 
explanation, however brief, of this point was exactly 
the thing wanted. And I cannot help thinking, 
that if he had suffered himself to pause and reflect 
upon it, he could hardly have failed to modify the 
opinion he has there expressed of the influence of 
the amount of the currency on prices, and he would 
possibly have been led to distrust the correct- 
ness of the view presented by the table which he 
has inserted in illustration of his opinion of that 
connection. 

“ A moment’s consideration will serve to show 
the importance of the distinction to which I have 
here alluded. 

“ When a government issues paper money, in- 
convertible and compulsorily current, it is usually 
in payment for — 

“ 1 . The personal expenditure of the sovereign 
or the governing power. 

“ 2. Public works and buildings. 

“ 3. Salaries of civil servants. 

“ 4. Maintenance of military and naval establish- 
ments. 

“ It is quite clear that paper created and so paid 
away by the government, not being returnable to 
the issuer, will constitute a fresh source of de- 
mand, and must be forced into and permeate all 
the channels of circulation. Accordingly, ever f 
fresh issue beyond the point at which former 

* Progress of the Nation, vol. ii. p. 225. Mr. Porter, how- 
ever, in a new edition, although he still retains the table and 
the general views alluded to above, has omitted the particular 
sentence gp’jn in the text. 
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issues had settled in a certain rise of prices and of 
wages, and a fall of the exchanges, is soon fol- 
lowed by a further rise of commodities and wages, 
and a fall of the exchanges ; the depreciation being 
in the ratio of the forcibly increased amount of the 
issues.* 

“ It will hence appear that the difference between 
paper money so issued, and bank notes such as’ 
those of this country consists, not only in the 
limit prescribed by their convertibility to the 
amount of them, but in the mode of issue. The 
latter are issued to those only who, being entitled 
to demand gold, desire to have notes in prefer- 
ence; and it depends upon the particular pur- 
poses for which the notes are employed, whether 
a greater or less quantity is required. The quan- 
tity , , therefore, is an effect and not a cause of 
demand. A compulsory government paper, on the 
other hand, while it is in the course of augmen- 
tation, acts directly as an originating cause on 
prices and incomes, constituting a fresh source 
of demand in money, depreciated in value, as com- 
pared with gold, but of the same nominal value as 

* Discredit is not an essential element in variations of the 
value of an inconvertible paper, nor is depreciation always a 
necessary consequence of inconvertibility. The notes of the 
Bank of England, and of the private banks of this country, 
were, for two years after the restriction, of the same value as if 
they had been convertible, and never experienced any discredit. 
There were great fluctuations in the credit of the paper money 
of the United States of America during the War of Indepen- 
dence, and also in the case of the French assignats, arising from 
fluctuating opinions as to the chances of redemption •, and both 
descriptions became ultimately valueless by excess, when all 
prospect of redemption had ceased. But the Russian govern- 
ment paper, although, during the progress of its depreciation, 
by successively increasing issues, no certain or probable prospect 
of redemption had been held out, seems never to have suffered 
any discredit ; and the variations of the exchanges beyond those 
produced by the mere excess of the paper, were suoh only as 
are incidental to variations in the state of trade. 
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before.” — Inquiry into the Currency Principle , pp. 
68 - 70 , 19 , 20 . 

Sir William Clay and Colonel Torrens, in pam- 
phlets which appeared soon after mine, and pro- 
fessed to be refutations of my objections to their 
theory, each of them avowed that they could not 
see any difference between the two kinds of paper 
up to the point of convertibility. 

The following is the passage of Sir William 
Clay’s pamphlet*, in which he makes that 
avowal: — 

“ I profess myself to partake of the blindness of the public in 
this matter, and to be wholly unable to perceive any other 
difference between the two issues of paper money here described 
than the point of convertibility, or in the phenomena which 
they are respectively capable of exhibiting. I cannot under- 
stand why paper money issued to defray the expenditure of the 
sovereign should be different in its effect when so issued, from 
paper money paid away for the expenditure of private indi- 
viduals, why a five-pound note issued to the builder of a barrack 
should take a different course from a five-pound note paid to the 
builder of a shop or warehouse — why notes employed to defray 
the salaries of government clerks should be more disposed to 
‘ permeate all the channels of circulation * than if used to 
pay clerks in merchants’ counting-houses, or workmen in a 
factory ? I myself am totally at a loss to conceive of any one 
circumstance or quality which might be predicated of the one, 
which might not with equal truth be predicated of the other. 
The one sole difference is convertibility — a most important one, 
no doubt.” 

This avowal of Sir W. Clay of his inability to 
perceive the difference which I had pointed out 
between the two issues is thus remarked upon by 
Mr. Fullarton : — 

“ Sir vVilliam Clay, however, cannot, it seems, understand 
this. ‘He is wholly unable to perceive’ any of that ‘essential 
difference of character, independently of convertibility* be- 
tween Bank notes and a government compulsory paper, winch 


# Remarks on the Expediency of restricting the Issue of Ero- 
missory Notes to a single issuing Body, by Sir W. Clay, Bart., 
M.P., 1844, p. 38, 39. 
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Mr. Tooke insists upon ; he can see no point of distinction but 
in the convertibility of the notes ; and, when Mr. Tooke points 
out, that the compulsory issues of Governments are usually in 
payment for the personal expenditure of the Sovereign, for 
public works and buildings, or for the maintenance of civil, 
naval, and military establishments, and that ‘paper created 
and so paid away by the Government, not being returnable to 
the issuer , will constitute a fresh source of demand, and must 
be forced into and permeate all the channels of circulation/ 
Sir William Clay seems to think the proposition satisfactorily 
answered by a profession of his inability to discover ‘why 
paper money issued to defray the expenditure of the Sovereign 
should be different in its effect, when issued, from paper money 
paid away for the expenditure of private individuals — why a 
51. note issued to the builder of a barrack should take a dif- 
ferent course from a 5l. note paid to the builder of a shop or 
warehouse — why notes employed to defray the salaries of 
Government clerks, or the pay of soldiers and sailors, should 
be more disposed to permeate all the channels of circulation, 
than if used to pay clerks in merchants’ counting-houses or 
workmen in a factory.’ * 

“ It is certainly not surprising that Sir William Clay should 
be unable to perceive the truth of a string of distinctions, 
which neither Mr. Tooke nor any other sane person has ever 
dreamt of maintaining, and which have no other existence than 
in his own imagination. But what does surprise one is, that 
Sir William Clay should not only have read, but should quote, 
and profess to criticise, Mr. Tooke’s very plain proposition, and 
yet should pass wholly unnoticed the single and only point of 
distinction on which Mr. Tooke’s argument turns, namely, that 
the Government paper is ‘ paid away ,’ and is ‘ not returnable to 
the issuer 9 , whereas the bank notes are only lent , and are re - 
turnable to the issuers . If the truth of this distinction be not 
intelligible to Sir William Clay, nor its important bearing on 
the question under discussion obvious to him, I can have little 
hope of making the matter more apparent to him by any fur- 
ther illustrations. I shall, nevertheless, make one effort more to 
bring the argument home to his conviction. I shall take the 
liberty of supposing that, after the suspension of cash pay- 
ments in 1797, by which the bank note circulation of this 
country was transformed from a convertible into a conventional 
currency, the Directors of the Bank of England, instead of 
exercising the privilege intrusted to them, in the discharge 
merely of their ordinary functions as bankers, according to the 
same system, and subject to the same rules by which in all 
times previously they had been governed, — that, instead of 


• See Sir William Clay’s “ Remarks on the Expediency of 
Restricting the Issue of Promissory Notes,” &e., p. 38, 39. 
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making advances to individuals on the security of approved 
bills of exchange at short dates, and to Government on the 
security of the accruing produce of loans and revenues, they 
had chosen, and had been permitted to deal with, their issues of 
inconvertible notes as a private gentleman deals with his 
income, — to disburse them without stint or measure for objects 
of personal gratification, in building palaces, in laying out 
plantations and gardens, in the purchase of works of art, or in 
the pleasures of the table or the chace. Is Sir William Clay 
seriously of opinion that, in as far as respects the amount and 
value of the currency, this system of expenditure would have 
had no effect beyond that which would be produced by the same 
extent of issue in the ordinary course of banking 'operations ? 
Should Sir William hesitate to reply in the affirmative, I may 
perhaps be permitted to observe, that the case which I have 
supposed is precisely that of every Government which attempts 
to defray the national expenditure by a compulsory issue of 
inconvertible paper. The paper so issued is expended in the 
purchase of naval and military stores, in building ships, in 
constructing public edifices, and in the payment of services 
performed to the state, and no precaution is usually taken to 
ensure its being ever returned again into the Exchequer. In 
the case of the Bank of England, on the other hand, the reflux 
of the notes was at no period interrupted. Perfect converti- 
bility is no doubt one essential condition of every sound and 
efficient system of currency. It is the only effectual protection 
against internal discredit, and the best preventive of any 
violent aberrations of the exchange with foreign countries. But 
it is not so much by convertibility into gold, as by the regu • 
larity of the reflux, that in the ordinary course of things any 
redundance of the bank note issues is rendered impossible. 
When a greater number of Bank of England notes fall into the 
hands of any individval than he is likely to have any immediate 
call for, he does not, unless he wants specie to send abroad, 
present them to the Bank for gold. He merely lodges them 
with his own banker, who probably either places the sum to 
the credit of his own deposit account with the Bank of Eng- 
land, or throws them into the discount market, where they help 
to supply the vacancy left by the tide of notes continually 
setting back to the Bank. It is the reflux that is the great 
regulating principle of the internal currency ; and it was by the 
preservation of the reflux, throughout all the perils and tempta- 
tions of the period of the restriction, that the monetary system 
of these kingdoms was saved from the utter wreck and degra- 
dation which overwhelmed every paper-issuing state on the 
Continent, and which in all human probability must have been 
likewise our fate, had our currency at that epoch been adminis- 
tered by a Government Board instead of the Bank of Eng- 
land. I have adverted in a former page to the deep debt which 
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the nation owes to the Bank , for its services th mgh that long 
and trying crisis . I believe they cannot be too highly appre- 
ciated ; and I believe, further, that the same services could not 
have been so beneficially performed by any mere bank of the 
state, or by any body whatever less intimately bound up in all 
its interests and relations with the commercial affairs and pros- 
perity of the country. That will be an evil day for 'England, 
when the supreme executive authority of this country shall 
take the administration of a credit circulation into its own 
hands. I trust never to see it ; and I hold the sort of levity 
with which the possibility of such an arrangement has some- 
times of late been alluded to, and even hinted in the way of 
menace to the Bank of England, to be one of the worst indica- 
tions of the existing state of public opinion on these all-impor- 
tant concerns.” — {On the Regulation of Currencies , pp. 65. 68.) 

Colonel Torrens indulges himself in the following 
remarks on my description, which he quotes, of the 
difference between convertible and inconvertible 
paper : — 

“Mr. Tookc’s curious reasons for his curious conclusions, 
that an increase in the quantity of inconvertible paper money 
does, and that an increase in the quantity of convertible paper 
does not, cause an increase of prices, require to be noticed.” 

He then cites the passages from my pamphlet 
of 1844 (already given at page 176 of the present 
volume), and proceeds in the following strain of 
comment : — 

{ Fallacies ‘ permeate all the channels * of the passages above 
quoted. In the first place, it is a fallacy that convertible paper 
is issued to those only who, being entitled to demand gold, de- 
sire to have notes in preference. In a large number, perhaps 
in a majority of cases, convertible paper is issued to persons 
who are not, at the time of issue, entitled to demand gold, 
and whose title to demand it is created by the paper they 
obtain. The merchant who discounts a bill of exchange at the 
Bank is entitled to demand gold, not because he was the holder 
of the bill, but because the Bank has advanced convertible 
notes upon it.* An advance of convertible notes upon secu- 


* This does not follow *, in a large proportion of cases no 
notes at all are issued when advances are made. Further, if the 
issue of convertible notes in discount of a bill of exchange be 
“ a new creation of paper money,” how is it to be denied that the 
increasing of a deposit account, to which a similar advancq has 
been credited, is not also “ a new creation,” &£. ? In both cases 

VOL. IV f 4 
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rities is a new creation of paper money, just in the same way in 
which an advance of inconvertible notes by Government is a 
new creation of paper money. 

“There is no conceivable difference as regards the nature 
and character of the action upon prices between the action pro- 
duced by convertible, and that produced by inconvertible paper. 
There is, however, a difference between the degree and extent 
of the action ; the effect being, in the one case, unlimited, and 
in the other, limited by the speedy diminution in the quantity 
of the convertible paper money as soon as its value in relation 
to gold begins to decline. Mr. Tooke’s argument, when fairly 
analysed, amounts to this — An increase in the quantity of con- 
vertible paper cannot reduce its value, because, when the in- 
crease of quantity has reduced its value, a diminution in its 
quantity will raise its value ; therefore the quantity of con- 
vertible paper has no influence upon its value.” — Q.E.D . — (An 
Inquiry into the Practical Working , fyc., by Robert Torrens , 
Esq ., F.R.S. London 1844, p. 46. 48.) 

These distinct avowals, by leading authorities on 
the part of the currency theory, combined with 
the definition of the word “ money” by Sir Robert 
Peel, and by Mr. Loyd and Mr. Norman, in their 
evidence and in their pamphlets, which designates 
Bank notes as, with coin, constituting money, are 
very important. I had before only suspected that 
such was their impression, because I could not in 
any other way account for that doctrine of the 
currency principle, which ascribes to the amount of 
Bank notes in circulation, to the exclusion of other 
forms of credit, an influence on prices, and, through 
prices, on the state of trade and credit. The illus- 
trations adduced in their justification, and the ex- 
planation offered of the grounds for the opinion so 
confidently avowed, with a view to show that there 
is no difference up to the point of convertibility, 
between issues of paper money, properly so called, 
and the issues of banks whose advances are on loan 
for short periods (advances for long periods,' not 

there is created a new liability to pay in gold on demand ; and if 
there be, in reference to the point here at issue, any essential 
difference between the enforcement of that liability through 
notes and through cheques, it remains for Colonel Torrens, and 
those who adopt the same line of reasoning, to make it apparent. 



CONVERTIBILITY AND INCONVERTIBILITY. 183 


usually coming within the legitimate province of 
banking), afford a clue to the source of the error 
which I have endeavoured to point out as pervading 
all the reasoning, according to the currency theory, 
upon the state of the circulation from 1797 down 
to the present time. 

During the restriction, there was a primA facie 
ground for considering the promissory notes pay- 
able on demand as paper money, and the amount of 
them as being, therefore, under the direct control of 
the issuing banks. 

But leaving, for the present, out of consideration 
how far the paper circulation of this country, during 
the restriction, might or might not be looked upon 
as similar in its general character and effects to in- 
convertible government paper, we have to examine 
what under the present constantly and perfectly con- 
vertible state of our note circulation are the salient 
points of difference between it and paper money. 


Section 5 On the Circumstances which determine 

the Outstanding Amount , and the Effect on Prices, 
of a Currency of Convertible and of Inconvertible 
Paper. 

In the assumption of a perfect similarity in the 
nature and character of a convertible, to those of 
an inconvertible paper, up to the point of conver- 
tibility (that is, up to the point at which, in an 
inconvertible state of the paper, the coin would be 
expelled through the medium of the exchanges), 
two conditions, which attach to the issue- and circu- 
lation of convertible paper, and which essentially 
distinguish it from paper money, properly so called, 
are entirely overlooked. 

These are — the mode of issue and the refiux. 

1. The mode of issue for convertible notes is 
invariably through the medium of loahs and dis- 
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counts. But the amount of loans and discounts 
by the Bank of England, or other banks of issue, 
is no measure of the amount of their notes in cir- 
culation. And the loans and discounts, that is, the 
advances, are commonly made for short periods. 

When the Bank of England, or a country 
banker, makes an advance, or discounts a bill, the 
borrower or discounter is asked how he wishes to 
have the amount. In the case* of the Bank of 
England, the borrower, when the discount or loan is 
agreed upon, has the option of receiving notes or gold, 
or a book credit . In by far the larger proportion 
of instances, I believe the book credit is preferred ; 
a cheque on the Bank is passed, and placed by the 
borrower to his account with his banker, who, as 
between himself and the Bank of England, sets 
off the amount against acceptances to bills, or 
cheques upon him, held by the Bank, or simply 
places it to the credit of his deposit account with 
the Bank. In these cases not a single note is created 
or issued, against several millions of securities 
upon which advances are made, whether to indivi- 
duals or to Government. It depends entirely upon 
the purposes which the party, having received 
the loan, or discounted his bills, has in view, in 
which of the three modes he chooses to receive 
payment. Hence it is clear that the Bank of Eng- 
land cannot, by its advances, insure that the 
amount so advanced, or any part of it, shall add to 
the circulation of its notes in the hands of the 
public. Nor can it be sure that in reducing its 
securities, unless to a very extraordinary extent, it 
will diminish the amount of its outstanding notes. 

In the case of the country bank circulation, "if 
the banker consents to make an advance, it depends 
upon the sum and the purpose for which it is re- 
quired, whether it is taken in his own notes, in notes 
of the Bank of England, or in a bill on London ; or if 
the banker has correspondents at Liverpool, or other 
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considerable places, the party receiving the advance 
may be accommodated with a bill drawn accord- 
ingly. The chief circulation of the country notes 
is in the agricultural districts; and the evidence 
of the bankers examined by the Committee of 
1841, is full and complete to the effect that 
those notes are confined strictly to local purposes 
within a limited circuit; and are chiefly of the 
lower denomination, and for the expenditure of 
income in retail purchases. 

But in the case both of the Bank of England and 
of the country banks, if it were conceivable, which 
it hardly is, that any addition, beyond the amount 
of notes required for specific purposes, could be 
forced into the hands of the public, there is an 
operation constantly going on which would almost 
instantaneously reduce the amount within the 
limits of these purposes. 

The cause I allude to is, 

2. The law of reflux * This law operates in 
bringing back to the issuing banks the amount 
of their notes, whatever it may be, that is not 
wanted for the purposes which they are required 
to serve. The reflux takes place chiefly in two 
Avays : by payment of the redundant amount to a 
banker on a deposit account, or by the return of 
notes in discharge of securities on Avhich advances 
have been made. A third Avay is that of a return of 
the notes to the issuing ba; k by a demand for coin. 
The last seems, in the view of the currency theory, 
to be the only Avay by which a redundancy, arising 
from the unlimited poAver of' issue, Avhich they 
assume to exist, admits of being corrected in a con- 
vertible state of the paper. It is certainly the onu 
least in use. 

Let us now examine the nature and character of 

* The passage from Mr. Fullarton, in reply to Sir 'JVilliam 
Clay, inserted at page 178, may be referred to as containing# 
very clear and full statement of the doctrine of j’cflux. 
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inconvertible notes, properly called paper money,- 
and more generally known on the Continent as bank 
assignations or assignats. 

ihe authority issuing such paper money, can 
determine exactly the quantity that shall remain 
permanently in the hands of the public. The power 
of issue is unlimited, because there is no reflux. A 
part, which is generally a small proportion, may, 
indeed, be returnable in payment of taxes ; but the 
Government may immediately re-issue the amount 
so returned, and then keep up or extend the quan- 
tity, according to its own purposes. 

Suppose, then, that the Government, having this 
unlimited power, should be so sparing and judicious 
in the exercise of it, as only to have issued its paper 
within such limits as should be consistent with 
the maintenance of the value of it strictly at par 
with the coin, concurrently with which it circulated. 
That such equality of value is consistent with ex- 
perience in the case of paper money, I shall pre- 
sently show. In the mean time, let us assume the 
amount of paper and coin, so circulating together 
at par, to be ten millions ; and suppose then that 
the Government entering upon a war, or having to 
construct public works and make improvements, 
should, to meet the extra expenditure, instead of 
raising the amount by taxation or a loan, resort 
to an emission of paper money to the amount of 
one million. 

Were this amount issued gradually, as required 
for the expenditure, the effect, in the general 
rise of prices and of wages, might be so gradual 
as to be almost imperceptible. The sums paid for 
the articles and services required by the Government 
would affect, first one set of commodities and then 
another, and gradually raise wages, till the whole 
extra quantity of paper money should be absorbed 
into the circulation. The rise of prices would render 
the balance of trade, supposing it to have been just 
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before in equilibrio, adverse ; and the exchanges 
would be depressed so as to induce an export of 
coin, if this existed in sufficient quantity, till the 
amount exported should make room for the addi- 
tion caused by the introduction of so much paper. 
Thus, supposing the circulation to have consisted 
before of eight millions of paper, and two millions of 
gold coin, and that these ten millions were consistent 
with a maintenance of the value of the paper fully 
at par, then, upon the above hypothesis, one million 
of the coin would be expelled from the circulation 
by the additional million of paper introduced into it. 

It would be through the medium of prices that 
the coin would be expelled. But there would 
be some, and, perhaps, no inconsiderable, interval 
before the rise of prices could operate sufficiently 
on the exchanges to induce an export of the coin. 
Now this is a state of things as nearly as possible 
analogous to that which Sir Robert Peel seems to 
have had in contemplation when he observed 
(Speech, page 27.) — 

“ Unless the issuers of paper conform to certain principles , 
unless they vigilantly observe the causes which influence the 
influx or efflux of coin, and regulate their issues of paper 
accordingly, there is danger that the value of the paper will not 
correspond with the value of coin. The difference may not be 
immediately perceived ; nay, the first effect of undue issue, by 
increasing prices , may be to encourage further issues : and as 
eachissuer when there is unlimited competition, feels the inutility 
of individual efforts of contraction, the evil proceeds until the 
disparity between gold and paper becomes manifest , confidence 
in the paper is shaken, and it becomes necessary to restore its 
value by sudden and violent reductions in its amount, spreading 
ruin among the issuers of paper, and deranging the whole 
monetary transactions of the country.” 

It is evident from the above passage — and others 
to the same effect might be cited — that Sir Robert 
Peel was under the impression that the country 
banks may, and do, exercise a power analogous to 
that of a Government issuing paper money ; th'at 
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press the exchanges ; and that then, and not till 
then, will the check upon the issuers operate’ by a 
return of their notes for gold, compelling them sud- 
denly to contract their circulation, so violently as 
to cause revulsion and discredit. This very im- 
portant point has been ably illustrated by Mr. 
Wilson, in the following passage, founded upon one 
of those instances of characteristic subtlety which 
abound so greatly in the writings of Colonel 
Torrens. 

Mr. Wilson says — 

“ But the most subtle and truly curious argument is that used 
by Colonel Torrens. He admits that there is a difference 
between the liability to depreciation of an inconvertible and 
convertible paper, which lie states thus : — 

“ ‘ The increase in the quantity of convertible paper is limited 
by the power of the holder to exchange it for gold, as soon as 
from the increase of its quantity its value in relation to gold 
begins to decline. If the increase in the quantity of convertible 
paper had no effect in lowering its value in relation to gold, the 
holder could have no motive in exchanging it for gold.’ 

“ Now, really this is a special case of magnificent refinement ! 
Ever}' case of an optional exchange of equivalents must be con- 
sidered an evidence of depreciation ! It is certainly an evidence 
of some preference, or greater applicability for the purposes 
immediately required. But let us ask this ingenious reasoner 
— Two men go the Bank counter on two successive days ; one 
has received a remittance of a fifty pound note from the 
country, which is of no use to him till he has converted it into 
coin, and he presents it for payment; the other man has fifty 
sovereigns , but wishes to make a remittance to the country, 
and he receives a note in exchange for it. The one has a 
‘ motive’ for exchanging the note for gold, the other for* ex- 
changing gold for the note ; the one had a preference for gold 
suificient to take him to the Bank, the other had a preference 
for the note sufficient to take him there. Now, wc ask, which 
was depreciated — the coin or the note ? for in one case tie re 
was more coin in circulation, and less paper, than the con' e- 


chasing power of the community. We admire the ingenuity 
and polemical acuteness of Colonel Torrens, which have inner 
been more highly manifested than in this pamphlet; hut we 
think iu this particular instance he will find, on reconsideration, 
that lie has built an elaborate superstructure upon a foundation 
of sand.” 
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sovereigns , but wishes to make a remittance to the country, 
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i motive * for exchanging the note for gold, the other for* ex- 
changing gold for the note; the one had a preference for gold 
sufficient to take him to the Bank, the other had a preference 
for the note sufficient to take him there. Now, wc ask, winch 
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chasing power of the community. We admire the ingenuity 
and polemical acuteness of Colonel Torrens, which have ne\er 
been more highly manifested than in this pamphlet; but we 
think in this particular instance he will find, on reconsideration, 
that he lias built an elaborate superstructure upon a foundation 
of sand.” 
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nience of the public required for circulation, and there existed, 
therefore, a * motive' to convert coin into paper; in the other 
case, there was more paper and less coin in circulation than the 
public convenience required, and there existed a ‘ motive 9 to 
convert it into coin. But enough. We will grant Colonel 
Torrens that bank paper may be depreciated in relation to coin 
to the extent of supplying a ‘ motive* to step to the Bank and 
exchange it ; but he, too, must grant that sovereigns also may 
be depreciated to the extent of supplying a similar motive to 
exchange them. But when all the ingenuity of this most inge- 
nious writer on these subjects has been able to give no better 
evidence^ of the liability of convertible bank paper to deprecia- 
tion, what are we to think of the minister who gravely affects 
to found a great bank measure on such a principle t” — {On 
Capital , Currency , Banking , &c. pp. 58-59.) 

The process in Sir Robert Peel’s mind by which 
he ascribes to a convertible paper the effect of 
adding to the amount of the circulation at the will 
of the Issuer, and thus raising prices, may be ex- 
plained by the supposition of his following much 
the same train of reasoning on the similarity of the 
two kinds of issue, as is exhibited in the following , 
passage by Colonel Torrens : — 

“ Mr. Tooke contends that the increase of an inconvertible 
currency would increase wages and prices, because it would be 
expended in the personal expenditure of the Sovereign or 
governing power, in salaries and in public works and build- 
ings; and because, thus expended, it would permeate all 
the channels of circulation. Now the increase of a con- 
vertible currency would produce the same identical effects r 
through the same identical process , which would be pro- 
duced by the increase of an inconvertible currency . Were a 
nobleman to obtain from the Bank of England 100,000/. upon 
the mortgage of his estate, and were he to expend the amount 
thus obtained in enlarging his domestic establishment, in main- 
taining an additional retinue of servants, and in erecting a 
mansion and ornamental buildings, this convertible paper, thus 
expended, would, like an inconvertible paper expended by 
Government upon analogous objects, raise wages and prices, 
because it would ‘permeate all the channels of circulation.’ 
Were this nobleman to expend the loan advanced by the Bank 
of England in improving his estate, in draining, planting, and 
reclaiming wastes, exactly similar results, as regards wages and 
prices, would be produced ; while results exactly similar, as far 
as regards wages and prices, would be produced were a master 
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manufacturer to obtain discounts and other advances from the 
neighbouring banks of issue, and to expend the amount thus 
obtained in erecting new factories, in purchasing additional 
materials, and employing additional hands. In all these cases 
an increased quantity of convertible currency would ‘ permeate 
the channels of circulation,’ in the same way in which an in- 
creased quantity of inconvertible currency would permeate 
them. The nature and character of the effect would be the 
same, whether the increased quantity of currency should be 
convertible or inconvertible, though its extent and degree in 
the two cases would be different. In the case of the inconverti- 
ble paper, the effect would be unlimited ; in the case of the con- 
vertible paper, the effect would be confined within narrow 
limits ; because a slight action upon prices, and on the exchanges, 
would cause the increased quantity of convertible paper to be 
withdrawn from circulation, by being returned upon the banks 
in exchange for coin now demanded for exportation. But 
why should the coin be demanded for exportation ? Simply 
because the increased quantity of convertible paper had reduced 
the value of the currency, or, in other words, had increased 
prices. The withdrawal of an increased issue of convertible 
paper from the channels of circulation, is the effect of the 
reduced value of the currency or increased range of prices, 
which, in the first instance, that increased issue had occasioned. 
Mr. Tooke’s process of reasoning amounts to this, — that the 
existence of the effect proves the non-existence of the cause.” — 
( Inquiry , §c. pp. 48, 50.) 

On the illustrative case here given, I have to ob- 
serve, that the Bank of England does not advance 
loans to noblemen and others for the improvement 
of their estates. But granting that it does so, and 
that, being on a security of landed property, bank 
notes might be required to pass in payment be- 
tween the solicitors for the lender and borrower, 
there would be a hundred notes, of a thousand 

f iounds each, handed over by the solicitor of the 
ender to the borrower, or his agent, on the delivery 
of the deed. The borrower would pay the notes in 
to his banker, who would have them placed to his 
deposit account at the Bank of England. The whole 
of a transaction like this would, with the requisite 
formalities, have been completed in less than three 
or four hours; and the probability is,, that -the 
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notes taken out of the Bank in the forenoon, would 
find their way back to it by the afternoon of the 
same day, thus not having added a single note to 
the circulation. 

But, even for such a purpose, bank notes are 
now usually dispensed with ; a draft upon the Bank 
of England, or even upon other banks, being fre- 
quently substituted. The borrower having paid 
the amount in to his banker, would pass drafts on 
them for his expenditure; and the loan to him, 
therefore, would not, in the first instance, evidently, 
nor probably at all, entail any addition whatever to 
the circulation. 

Here at once, in the issue , is a broad distinction. 
The advance by a bank issuing only convertible 
paper, does not, as we have seen, cause, necessarily, 
any increase of the circulation ; and very rarely, if 
ever, to the same amount as the loan. Whereas, if 
the 100,000/. were expended by the Government, 
issuing its own inconvertible notes in payment, the 
whole sum so paid would necessarily go into circula- 
tion , and form so much addition to the amount pre- 
viously in the hands of the public. And the same effect 
on the circulation would be produced if the Govern- 
ment advanced, in its own inconvertible notes, the 
100,000/. as a loan to a nobleman, or other landed 
proprietor, to be expended in improvements. 

If advances on mortgage to the same amount 
were obtained by a manufacturer from the neigh- 
bouring banks of issue, there would not, any more 
than in the case supposed of the advance by the 
Bank of England to the nobleman, be necessarily 
or probably any increase in the amount of the circu- 
lation, and certainly not to the whole amount of the' 
advance. This would be made in the first instance 
by a book-credit, or by bills on London ; and per- 
haps a portion by each mode. But no part of the 
purchases made by the manufacturer, or of the 
advances so received, would probably be made in 
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Bank notes ; or if so made, they would return im- 
mediately to the issuing bank. 

So much as to the mode of issue : the difference 
being that the one does not, and the other does, add, 
necessarily, to the circulation, the full amount of 
the advance for the expenditure in question. But 
there is more in the difference of the conditions on 
which the issue is made. 

It is of the very essence of the system on which 
banks of issue, of strictly convertible paper, can be 
conducted, so as to ensure the fulfilment of their 
obligations, that their advances, whether by loan or 
discount, should be for such short periods, and on 
securities so solid and convertible,, us to insure the 
return of the money advanced in time to meet the 
utmost amount of their engagements. Advances on 
mortgage, for terms of years, are not proper banking 
securities ; or, if at all, are so in a small proportion 
only, as for the investment of a part, and a small 
part, of their original and paid up capital, but in 
no case as an investment of any considerable part 
of the capital deposited with them, or held against 
their circulation. Accordingly, the Bank of England 
does not make advances of the kind in the case sup- 
posed. It has, in a few instances, made advances 
upon the debentures of joint stock companies} such 
as Dock debentures and the best description of 
Railway • Companies’ bonds (the London and Bir- 
mingham only, I believe), but these have been 
for periods much shorter than those for which 
mortgages on landed property are usually made, 
and, in point of amount, for sums so small, com- 
pared with its capital and the mass of its securi- 
ties, as not to be worth mentioning. And banks, 
whether joint stock or private — whether issuing 
or non-issuing — have almost invariably been ob- 
served to fail, if they have made advances .on mort- 
gage, or on indefinite credits, in any considerable 
proportion to their general liabilities. The limita- 
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tion of the period for which the advance is made 
operates in two ways, each of which, independently 
of the mode of issue, distinguishes the effects of a 
convertible from an inconvertible paper: the one 
is the return of the notes, if any are issued ; the 
other is the absence of any influence on prices. 

If the loans or discounts are advanced on proper 
banking securities, for short periods, the reflux of 
the notes, if any have been issued, will be equal to 
the efflux, leaving the circulation unaltered. If, 
indeed, the transactions of the district, or the trade 
of the country generally, require more instruments 
of exchange, a larger amount of notes would remain 
out; but this increase of the outstanding circu- 
lation would be the effect of increased transactions 
and prices , and not the cause of them. Upon this 
point I am glad to have the concurrence of Mr. 
James Wilson, as expressed in the following pas- 
sage of his late publication : — 

“ But in all these actions, which may be exercised on prices 
through the currency, there is nothing whatever in the least 
degree analogous to the action contemplated by the modern 
doctrine on which the New Bank Bill is founded, and involving 
the assumption “ that, by an expansion or contraction of the 
issues of bank notes at pleasure, the prices of commodities can 
be increased or diminished.” The increase or decrease of prices 
here alluded to is not nominal , but real, and in relation to the 
prices of other countries ; an increase or decrease which shall 
constitute new motives for importing or exporting commodities, 
as the case may be. 

“ The assumption before us involves two questions — first, 
expansion and contraction of the currency at pleasure; and, 
second, as the consequence, a corresponding action on prices. 
Many authors, in treating of the latter, as a consequence, and 
even combating its truth, have laboured under great difficulties, 
by proceeding upon the admission of the former ; but if the 
former be admitted, we confess we cannot understand how the 
kc ter can be denied as the legitimate consequence. If, in the 
language of Mr. Horner, there be any means by which “ the 
quantity of circulating medium (being convertible paper and 
coin) can be permanently augmented, without a corresponding 
augmentation of internal trade, a rise will unavoidably take 
place in the price of exchangeable commodities.” Such means, 
as we have already seen, do exist in the case of an inconvert- 
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ible currency ; but the rise in price, in consequence, is only 
nominal in that case, being immediately compensated to other 
countries by a fall in the exchange. But with a convertible 
currency, if such means exist at a% t?ie rise in price would not 
be nominal, but real, as it would be expressed either in coin or 
notes convertible into coin, and therefore would not, as in the 
other case, be compensated by any fall in the exchange. But 
this fact shows at once the impossibility of the “ augmentation n 
alluded to in the premises, when the currency is convertible . 
A currency “ augmented without any corresponding augment- 
ation of internal trade,” implies a quantity of notes retained in 
circulation, at the will of the issuers, which the public do not 
require. Now, the public do not receive notes from a banker 
without paying interest for their use ; and, however low that 
may be, they will take no more than they absolutely require — 
nor do they retain notes in their possession bejrond what the 
convenience of trade requires ; and, therefore, if issued in ex- 
cess of that quantity, arid, if convertible, a portion would be 
instantly returned upon the issuers. Nor can we conceive any 
means whatever by which the circulation could be so aug- 
mented ; and we have deeply to regret that, although such a 
power on the part of banks has been taken for granted by most 
of the writers during the last twelve years, no one has yet 
attempted to explain by what process it could be accomplished ; 
and we are compelled to think that impressions, which gained 
ground many years since as applicable to an inconvertible cur- 
rency, have been inadvertently associated also with a convert- 
ible currency. 

“ The impossibility of increasing the quantity of paper in 
circulation (when convertible), except as the effect of a corre- 
sponding increase of an internal trade, or of any depreciation 
in its value taking place, will be more evident when it is con- 
sidered by what process an inconvertible currency becomes de- 
preciated. On all hands it is admitted that as long as incon- 
vertible paper is not issued in excess, as long as coin continues 
freely to circulate with it, the paper will not become depre- 
ciated ; but as soon as the paper is issued in excess, and the 
coin is pressed out of circulation, it becomes depreciated, and 
the prices of commodities rise in consequence ; though it is 
only a nominal rise, which would be better expressed by de- 
preciation of the circulation. Now, ho\v does this deprec iation 
and rise of price take place ? During the early issue of the 
French assignats, no depreciation or rise in price of commodi- 
ties took place until the coiri was pressed out of circulation, 
because, as the paper was issued, the tendency to a redundant 
currency was constantly corrected by the withdrawal of silver, 
which, being a commodity having a genernj value in the mar- 
kets of the w r orld, could be exported or taken for the general 
uses of the cambist or the silversmith. But as soon as silver 
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was exhausted from the circulation, the issue of assignats still 
continuing, and the same quantity of internal exchanges only 
remaining, the currency became redundant, there being no 
means of absorption except in the existing quanties of commo- 
dities. Paper in the first place would accumulate in the hands 
of individuals, and as the issues of assignats continued for 
commodities for the use of the government, or of those receiv- 
ing pay from the gevernment, the simple law of supply and 
demand would reduce the value of this paper, and increase the 
price of commodities expressed in paper. But it will be ob- 
served that this increase of price is only in reference to paper 
assignats, and not to the coin which they originally repre- 
sented ; for the coin or bullion at this stage rose in the same 
proportion as other things. During the high prices in this 
country from 1810 to 1816, as far as they were caused by a 
depreciation of the currency, they were high only in relation 
to paper, and not to gold, which rose equally, and at the same 
time, as other commodities, from this cause. Well, then, seeing 
that redundancy and consequent depreciation of paper can only 
commence when no part of the currency consists of coin which 
can be exported or taken for manufacturing purposes (the 
paper having no intrinsic use at home, or exchangeable value 
abroad), it follows, as a simple corollary of those principles 
which nave been admitted by all writers worthy of mention, 
that as long as paper is at pleasure convertible into gold, no 
such redundancy can take place, no such difference can arise 
between the value of gold and the value of paper, and no snch 
general increase of prices of commodities can be experienced. 

“ No doubt, if the internal transactions of the country increase, 
or if the prices of commodities rise, a larger amount of circu- 
lating medium, whether purely metallic, or mixed of paper and 
coin, will be required to conduct the exchanges; and thus, 
though an increased circulation could not be called into exist- 
ence as a cause to produce higher prices, it would follow as the 
effect or consequence of higher prices. But in that case, u the 
circulation would not be augmented without a corresponding 
augmentation of trade.” — ( Capital , Currency , and Banking , by 
James Wilson , Esq., M.P. London, 1847, p. 82-85. ) 

But while, as regards the effects on the circula- 
tion, there may be no perceptible difference between 
•advances by the Bank of England and other -batiks 
of issue, whether the loans be on mortgage, foHthe 
purposes supposed in the two cases before referred 
to, or on discount of rapidly terminable securities, 
— each being an advance of capital, whether with 
or without the intervention of currency, — there 
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may be a material difference in the effect on 
prices. It may be conceded to Colonel Torrens, 
that if the advances be on mortgage, or on open 
credit, for a long or indefinite term, and for the 
purposes "supposed, they may, according to their 
extent, constitute a fresh source of demand, and 
cause a temporary rise of prices, or keep them 
at a higher level than they could otherwise reach 
or maintain. But the banks, when the local circu- 
lation is already full, can make such advances only 
out of the capital, of their depositors, or their own. 
If out of their own capital, it would in nearly all 
cases be only a change of investment, and so con- 
stitute no fresh demand. If advances for long 
terms are made out of the capital of depositors, the 
banker may be called upon for the deposits ; which, 
being locked up in mortgages, will not be forth- 
coming ; upon which the banker fails, and prices, 
in as far as they were raised by his misuse of the 
capital intrusted to him, must be depressed by his 
failure. Or if, in times of great abundance of 
capital, the country banker obtained credit from 
his London correspondent, and ventured, on the 
strength of it, to make such improvident advances, 
the same result would follow ; while discounts of 
good commercial bills of usual and reasonable 
length of date, being merely calculated to enable 
parties to meet liabilities previously incurred — the 
loans thus running off — would be unattended with 
the effect of disturbing prices and credit. 


Section 6. — On the Effects of different Modes of 
Issue of a Convertible and of an Inconvertible 
Papei\ — Mr, Ricardo's* Hypothesis of a Gold 
Mine in the Bank, 

The eminent writer of an article in -the West- 
minster Review (Mr. Mill), for June 1844, after 

VOL. IV 

Its 
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expressing his concurrence in nay view of the pur- 
poses for which governments usually issue paper 
money, and thus cause a permanent increase of the 
circulation, makes the following remark : — 

“ We may add, with Mr. Tooke, that the issues 
of a government paper, even when not permanent, 
will raise prices ; because governments usually 
issue their paper in purchases for consumption. If 
issued to pay off a portion of a national debt, we 
believe they would have no such effect.” 

This suggestion of the difference of effect, ac- 
cording to the purposes of the issue, opens a some- 
what curious field for discussion. Suppose, for 
instance, that a government, having the power of 
creating paper money, should, with a view to raise 
the value of the public funds (the debt being, 
say one hundred millions), issue two, three, or 
more millions for the purchase of stock. The 
effect of such a fresh source of demand would be 
to raise the price, in other words, to reduce the 
rate of interest ; while the purchases were in pro- 
gress. All other securities would, for a time, 
rise in value. This rise in the value of securities, 
or fall in the rate of interest, would tend to force 
capital abroad for more profitable investment ; and 
thus the coin might be expelled so as to make way 
for the addition of the paper money to the circu- 
lation, through the rate of interest, without having 
acted upon the prices of commodities. 

The case here supposed is hardly within the 
range of reasonable probability, but it was worth a 

M assing remark to follow out the idea started by 
[r. Mill ; and this more especially, because it will 
be found to bear upon one of the points. pf view 
suggested by the analogy which Mr. Ricardo as- 
sumed to exist between the effects of the issues of 
the notes of the Bank of England during the 
Restriction, and the issues from a gold mine sup- 
posed to be discovered within the premises of the 
Bank. 
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Mr. Ricardo, in his first pamphlet, introduced 
the hypothesis of such a discovery for the purpose 
of proving that the issues of the Rank of England 
would add to the amount of the currency in the 
same manner and degree as the issue of so much 

f old so discovered. On this assumed analogy, 
fr. C. Bosanquet makes the following observa- 
tions: — 

“ Mr. Ricardo has assimilated the Bank of England during 
the Restriction, so far as relates to the effect of its issues, to a 
gold mine, the produce of which being thrown into circulation, 
in addition to a circulating medium already sufficient, is an 
excess; and has the acknowledged effect of depreciating the 
value of the existing medium, or, in other words, of raising the 
prices of commodities, for which it is usually exchanged. But 
Mr. Ricardo has not stated, wliat is essential to the comparison, 
why it is that the discovery of a gold mine would produce this 
effect. It would produce it because the proprietors would issue 
it (for whatever services) without any engagement to give an 
equal value for it again to the holders, or any wish or any 
means of calling back and annihilating that which they have 
issued. By degrees, as the issues increase, they exceed the 
wants of circulation : gold produces no benefit to the holder as 
gold; he cannot eat it, nor clothe himself with it: to render 
it useful, he must exchange it either for such things as are 
immediately useful, or for such as produce revenue. The 
demand, and consequently the prices of commodities and real 
properties, measured in gold, increases, and will continue to 
increase, so long as the mine continues to produce. And this 
effect will equally follow, whether, under the circumstances I 
have supposed, the issue be gold from a mine, or paper from a 
government bank. 

“ All this I distinctly admit ; but in all this statement there 
is not one point of analogy to the issue of the Bank of England.** 
— Practical Observations on the Report of the Bullion Com- 
mittee , by Charles Bosanquet , Esq., 18 IQ, p. 51, 52. 

To these observations of Mr. Bosanquet, Mr. Ri- 
cardo replied : — 

“ Now, supposing the gold mine to be actually the property 
of the Bank, even be situated on their own premises, and that 
they procured the gold which it produced to be coined into 

f uineas, and in lieu of issuing their notes when they discounted 
ills or lent money to government, that they issued nothing but, 
guineas, could ther* ^e any other limit to their issues but the 
want of the further productiveness in theif mine? In what. 
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would the circumstances differ if the mine were the property of 
the king, of a company of merchants, or of a single individual ? 
In that case, Mr. fiosanquet admits tliat the value of money 
would fall, and I suppose he would also admit that it would fall 
in exact proportion to its increase.” 

With reference to the questions put by Mr. Ricardo, 
which I have marked in italics, I should say that 
the effects would vary widely according as one or 
other of those modes of issue were proposed. Sup- 

S jsing the issue of the gold to be on loan by the 
ank : the effect of it, if confined to the discount of 
bills at short dates, or if extended to a loan to Go- 
vernment for a term of years, would be different. 
If confined to short-dated bona fide bills, it might 
take a great length of time before any considerable 
amount could be permanently added to the circu- 
lation, even supposing the Bank’s rate of discount 
to be below the market rate. 

The rules of the Bank at the time when Mr. 
Ricardo wrote were very strict, not only as to the 
bona fide character, and as to the term not exceed- 
ing sixty-one days, but as to various technicalities 
of form of the bills, with various delays between 
the time of offering the bills for discount and of 
receiving the answer of acceptance or otherwise. 

The reflux would be constantly opposing a coun- 
teracting force to the attempts of the Bank at 
rendering its treasure immediately available to any 
considerable extent in acquiring capital in any 
other form. But in whatever degree the Directors 
were able to surmount this counteracting force, 
by extending their advances, it would be slowly, by 
discounting at a rate decidedly below the market 
rate of interest. The market rate, however, although 
higher than the Bank rate, would, by this con- 
tinued operation of the Bank, be kept lower than 
it otherwise would have been, and lower than its 
ordinary level abroad. 

Nor would the daily transactions arising out of 
their immense connexion, as a Bank of Deposit, in 
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any way add to the facilities at their command for 
the permanent emission of the treasure. It is clear 
that the efflux of gold which would take place in 
the payment of cheques would be balanced by the 
receipt of sums paid in to the credit of the several 
accounts. By one method, within the compass of 
possibility but . scarcely a probable occurrence, the 
Ilank might permanently emit a portion of the 
treasure through the private deposits. Assuming 
these deposits to be 5,000,000?.*, if the Directors 
were peremptorily to order that they should run 
off — in other words, if they were to liquidate 
every private deposit account, and give the re- 
cipients no option as to the mode of payment, 
except that every claim should be discharged in 
coin of full weight and purity, it seems plain that 
treasure to the extent of 5,000,000?. would be 
effectually placed in circulation. Under the terms 
of the supposition, a measure of this kind would be 
tantamount to so much positive improvement in 
the position of the Bank. For they would have 
discharged a liability of 5,000,000?. without at the 
same time, and in consequence, contracting their 
assets (i.e. the securities on which the deposits 
were invested) in any degree whatever. We may 
also conclude with some safety that the effect of 
such a compulsory liquidation would, in the first 
instance at least, be confined to a violent operation 
on the rate of interest. It would in point of fact 
be a virtual creation of five millions of extra capi- 
tal, and an almost instantaneous addition of the 
whole mass to the quantity of immediately avail- 
able funds, seeking employment through the me- 
dium of bankers and bill brokers. 

The gold, therefore, to whatever extent it might 

* It will simplify the hypothesis to leave out of view, the 
public deposits, the character of which, and the obligation 
under which they are held by the Bank, distinguishing them in so 
many important points from the credit balances of individuals. 
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ooze out in loans, would (supposing trade to be in 
equilibrio) in all probability be exported for the 
higher interest to be obtained by investments in 
foreign securities, or by extended credits to foreign 
merchants, or by outlay in mills, factories, &c. 
abroad. The issue of the gold through the me- 
dium of discounts of short paper only would ulti- 
mately, but very slowly, cause an export of it 
without necessarily affecting the prices of com- 
modities. And if, instead of the slow process of 
discounting short bills, subject to the counteraction 
of the reflux, the Directors employed the gold di- 
rectly in the purchase of government securities, the 
effect in forcing an export of the metals would be 
great and rapid, without perhaps, in the first in- 
stance, producing any effect on the prices of com- 
modities; although the low rate of interest thus 
caused might, by inducing enterprize in the outlay 
of fixed capital, raise wages or extend employment 
of labour, and thus indirectly operate upon prices. 

If the mine or treasure were possessed by the 
government, or, what would come to nearly the 
same thing, if tbe gold were advanced by the Bank 
in the way of loan for a term of years, and the 
government were to issue it in payments to that 
amount for extra expenditure in carrying on a war, 
or in extensive buildings, or public improvements 
of any kind, the effect would be exactly the same 
as in the outlay of so much paper money created for 
the purpose, while there remained coin in circulation, 
according to the hypothesis at page 186, anti. 
Prices of commodities and the wages of labour would 
rise; but there could of course be no indication of de- 
preciation by a difference between coin and bullion, 
there being no legal obstacle to the exportation 
of the former any more than of the latter. The 
rise of prices would (things being before in equi- 
librio) induce increased imports and diminished 
exports, in other words, would turn the balance of 
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trade, and render the exchanges adverse in a degree 
sufficient to cause an export of the extra quantity 
of gold thus issued by the government. In this 
case the gold would go out of the country through 
the medium of prices. 

But a case may readily be imagined in which, if 
the mine or treasure were suddenly discovered, and 
made available by the government, an immediate 
employment of the gold would not only not operate 
in raising prices, and thence depressing the ex- 
changes, but would maintain the exchanges, and 
thus prevent the effect of depressed exchanges in 
enhancing the cost of production, and so raising 
prices. 

For example, suppose that treasure, amounting 
to ten millions of gold, had been discovered and 
appropriated by the government at such a period 
as the close of 1808. There arose at that time, 
as I have elsewhere described [ante, p. 97.], a sud- 
den necessity for payments to be made abroad by 
this country to a very large amount. If, then, at 
that time, the government, in addition to about 
three millions of specie, which it brought from the 
Bank to send to the Peninsula, had, according to 
the hypothetical case, found a mine, the produce of 
which, to the amount, say of ten millions, would 
have enabled it to make all these extra payments 
by the direct transmission of the amount in the 
precious metals, there would have been no dis- 
turbance of the exchanges, or of so much of prices 
as depended on the exchanges. The exchanges 
and the price of bullion would have remained un- 
altered, and prices would have been lower by the 
difference which the fall of the exchanges did, in 
the actual case, add to the cost of production ; 
while the rate of interest would have been some- 
what lower by the government having so much less 
to borrow. 

A recent financial operation of the Russian 
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government supplies a case in point, illustrative of 
one of the modes in which a surplus metallic trea- 
sure, analogous to Mr. Ricardo’s gold mine, may be 
actually disbursed, without affecting prices. Ac- 
cording to the exposition of the minister of finance, 
in a council* held in July last (1847), the govern- 
ment had determined, some months before, to 
employ the sum of 30,000,000 of roubles, equiva- 
lent at the exchange of 40</.f to 5,000,000/., (out 
of its reserve of 1 14,000,000r., or 19,000,000/. 
sterling held against the note circulation) in the 
purchase of the public stocks of Russia, France, and 
England ; the principal part to be invested in the 
two latter. 

Without canvassing the merits of the operation, 
which seems, however, to have been a very judi- 
cious one, I have here to observe upon the effects 
of it only as exemplifying the point now under 
discussion. Its immediate effect was on the 
balance of payments between Russia on the one 
hand, and France and England on the other. In 
consequence of the extraordinary demand by the 
two latter countries for the productions of Russia, 
,in the autumn of 1846 and the winter of 1847, 
the balance of payments became largely in its 
favour. The exchange on London rose to 40£</., 
and as this rate gave a profit on the importation, a 
transmission of bullion to Petersburg took place 
to some extent.^ 

But as soon as the intended operation of the 

* See the Speech, Appendix. 

f The exact par, 1 believe, is as nearly as may be, 39 d. 

J An amount of about 600,000/., which the Bank of Eng- 
land held in Russian gold coin, was bought by merchants here 
and forwarded by land. I am not aware whether any silver 
went: if it did go, it must have been from France oc Ger- 
many, for it did not answer to Bend it from hence. And as 
there was no mode of transmission except by land, the naviga- 
tion being closed by frost, the expense of conveying so bulky 
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Russian government became known, namely, in 
February last, the exchanges gave way, and have 
since ranged at, from 39 d. to 38 d. In the mean 
time, so far as the mere outlay of the surplus 
treasure in question was concerned, it had not 
added, and could not add, to the amount of the cir- 
culation, or have any influence on prices in Russia. 

This point may be further illustrated by refer- 
ence to another operation of the same government. 
While it was, on the one hand, lending money 
to foreign states, it was, on the other, borrowing 
money on Treasury bills, bearing interest, in order 
to complete the railway from Petersburg to Mos- 
cow. Now, supposing that on that and other 
railways requiring an early outlay of 30,000,000. 
the government had determined to expend that sum 
out of its surplus treasure, instead of lending it, 
the effect would have been, in proportion as the 
expenditure went on, to raise prices and wages ; 
and assuming that the amount of the currency had 
been before sufficient for the purposes of a circu- 
lating medium, the additional coin thus added to 
the circulation .would have been expelled, through 
the medium of prices ; causing an adverse balance 
of trade and a consequent depression of the ex- 
changes. The case would be analogous to the 
issue of so much paper money in a currency con- 
sisting of paper and coin circulating at par. The 
coin would be gradually expelled, through the me- 
dium of prices, to make way for the paper : as will 
be illustrated in the next section, in the case of the 
forty millions of roubles, in paper money, first issued 
by the empress Catherine. This is clearly the mode, 
and the only mode, in which, according to the 
theory of Mr. Ricardo and the Bullion report, the 
issues of Bank notes in this country were supposed 

a metal as silver (bulky, I mean, as compared with g<jld) would 
probably leave little margin for profit. The probability there- 
fore is, that a small sum only, if any, went. 
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to render the currency redundant, thus causing the 
adverse balance which depressed the exchanges. 
And, as I have endeavoured to show, a similar error, 
with less excuse for it, pervades the doctrines of the 
more modern theory of the Currency principle. 

As the paper money of Russia, from its first issue 
till the notes were made convertible, by the Im- 
perial edict of July, 1839, presents some curious 
phenomena, exemplifying several of the points now 
under discussion, I shall devote a section to the 
notice of it. 


Section 7. — On the Effects of an Influx of Gold, 
caused by a favourable Exchange, as distinguished 
from an Influx caused by increased Productive- 
ness of the Mines. 

The length of the foregoing disquisition will per- 
haps not be thought to have been carried beyond 
the importance of the topic discussed, when it is 
considered that the point involved in it lies at the 
very threshold of the whole question of the cur- 
rency. The impression of the perfect similarity, 
up to a certain point, of paper money to Bank notes 
payable in coin on demand, is very common, and 
forms a striking feature in the questions now at 
issue between the Currency theorists and theiD 
opponents. The analogy of the gold mine, it will 
be observed, is no gratuitous or fanciful illustra- 
tion of my own. It was broached by Mr. Ricardo ; 
and raised an important point in the discussion 
between him and Mr. Bosanquet. T have merely 
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suggested considerations which the former over- 
looked, and the latter has not sufficiently fol- 
lowed out. 

In the more recent controversy to which the pro- 
mulgation of the theory of the currency principle 
has given rise, the partisans of that theory, ascrib- 
ing to the banks in this country the power of arbi- 
trarily adding to the amount of the circulation, 
assume that the additional notes so issued have a 
partial effect on prices in this country, analogous to 
the general effect on prices in the markets of the 
world by an increased production of the precious 
metals, in consequence either of the discovery of 
new and more fertile mines, or of improved methods 
of working the existing ones. 

Such seemed to be the impression of the mem- 
bers of the Committee on Banks of Issue in 1840, 
before whom I was examined.* 

The error of the assumed analogy is so im- 
portant, that I am glad to avail myself of the effec- 
tive aid of Mr. J. Wilson in the exposure of it, 
by inserting the following passage from his recent 
publication entitled “ Capital, Currency, and Bank- 
ing:”— 

“ Mr. Tooke expresses his view of the case thus : — ‘ That 
the prices of commodities do not depend upon the quantity of 
money indicated by the amount of Bank notes, nor upon the 
amount of the Whole circulating medium ; but that, on the con- 
trary, the amount of the circulating medium is the consequence 
of prices.’ 

“ To which Colonel Torrens replies : — ‘ The logical accuracy 
of this conclusion may be tested by affirming the analogous 
proposition, that the prices of commodities in Europe, after the 


* In the Appendix will be found extracts from the minutes 
of my evidence on that occasion ; and I may refer the reader to 
that examination, as containing a summary of the explanation 
I have just given of the distinction between convertible and 
inconvertible paper, and as to the effects on prices of, the dis- 
covery of a gold mine. 
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discovery of the mines of South America, did not depend upou 
the quantity of money indicated by the amount of coin, nor by 
the amount of the whole of the supply of gold and silver ; but 
that, on the contrary, the mines of South America, and the in- 
creased amount of gold and silver obtained therefrom, were the 
consequence of the sub&equent rise of prices.* 

“That this ingenious and accomplished economist should 
have stated these as two ‘ analogous propositions / is the most 
striking evidence with which we have yet met of the utter con- 
fusion which prevails in men’s minds of the real nature of 
currency and capital — of coin as a circulating medium, and of 
the precious metals as a commodity of commerce ; a confusion 
which must be so apparent to those who have followed our 
arguments thus far that we need not further refer to it. But 
some have an idea that in every case of an influx of bullion a 
similar effect should be experienced locally that is produced 
generally by an increase of metals from the mines. The dif- 
ference is very essential. In the case of an ordinary influx of 
gold into this country, caused by a favourable state of the 
exchanges, the general quantity of gold is not changed, nor its 
relation in value to other commodities : a new distribution of it 
is all that takes place. To those who received larger quantities 
of metal from South America, in exchange for the commodi- 
ties which they have shipped to that country, and in conse- 
quence of the increased productiveness of the mines, the addi- 
tional quantity was, in the first place, so much increased profit, 
which not only enabled them to expend more money privately, 
but which also formed a powerful inducement to increase their 
purchases of goods and shipments to South America. Such 
additional demand for shipment to that country of woollens and 
cottons from England ; of wine and silks from France ; of flour 
and domestics from America, and the increased demand for arti- 
cles of consumption, and for securities for investment by those 
who made the additional profit at first, would soon increase 
prices generally in proportion to the new supplies of the metals. 

“But in case of an influx of bullion, owing to a favourable 
exchange, the case is widely different. The very fact that mer- 
chants have recourse to bullion to bring home their capital 
from those countries where it is not produced, is usually an 
evidence that other Commodities cannot be imported but at a 
loss. In consequence of the lessened imports the exchanges 
turn in our favour, and at length bullion is resorted to as the 
least advantageous medium of transferring capital from one 
place to another. But this neither infers a power for an in- 
creased private expenditure, nor an inducement foi a repetition) 
of purchases for shipment, and hence we find that in practice 
neither circulation nor prices increase under such circumstances, 
but that both diminish. 

“ In Article II. (page 13.) we fully considered the effect ot 
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an influx of bullion in consequence of a favourable exchange 
on a metallic currency, and the same precisely musMake place 
with a mixed currency of coin and convertible notes. 

“From the beginning of 1841 to 1843 we had an uninter- 
rupted favourable exchange ; the bullion in the Bank rapidly in- 
creased all the time from 3,965,000/. to upwards of 1 1,000,000/. ; 
every means were used, which properly could be* to increase 
the circulation ; but it fell, during that time, from 35,660,000/. 
to 34,049,000/., and during the whole period, the prices of 
commodities generally were sinking lower ; and in 1842, the 
year in which the largest import of gold took place, was the 
most depressed in prices, and the lowest in the circulation of 
any during the last thirty years. Nor were the stocks of com- 
modities generally above an average, and the imports were 
much below an average ; and, up to this time (April 19. 1845), 
though bullion has latterly increased to upwards of 16,000,000/., 
all the recent efforts of the Bank tc increase the circulation have 
proved unavailing, and the prices of all kinds of commodities, 
even in the absence of any unusual stocks, with some few ex- 
ceptions, continue unprecedently low. The events of the last 
four years must go far to convince even those who will not 
exercise the patience to investigate and understand the theory, 
that a great error has existed in regard to the connection 
between Bank circulation and prices of commodities/’ — {On 
Capital , Currency , and Banking , p. 85. 87.) 

I quite agree with Mr. Wilson in his opinion, as 
here expressed, of the difference of the effects on 
prices between an influx of gold caused by an 
increase of metals from the mines, and the influx 
caused by a favourable exchange; supposing no 
alteration in the quantity of them, compared with 
the demand, in the general markets of the world. 


Section 8. — Digression concerning Russian Paper 

Money. 

The history of the Russian paper money, from 
its first issue, in the reign of the Empress Catherine 
II., to its conversion into a convertible currency 
in the reign of the present sovereign, presents 
a more continuous record, and for a longer time, of 
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variations in the quantity and value of a paper 
currency than any other that I am aware of. The 
variations of its value, as indicated by the foreign 
exchanges, are susceptible of being more accurately 
appreciated than those of any other nation, inas- 
much as there are regular quotations of the rate at 
which bills were negotiated upon London, Amster- 
dam, and Hamburgh, in each week during the whole 
time, with an exception for the occasional suspen- 
sion of the communication with the two latter 
places. It is, therefore, particularly fitted to illus- 
trate some of the views which have here been 
sketched of the character and effects of a currency 
consisting of an inconvertible paper, as compared 
with a circulation of notes strictly convertible into 
coin. 

It was at the close of 1768, in the reign of the 
Empress Catherine II., that towards defraying the 
expenses of the war with Turkey, then entered 
upon, the Bank of Assignats was founded for the 
purpose of issuing notes payable to bearer. It was, 
from the first issue, doubtful in what money they 
would be payable. Professor Storch*, from whom 
this account is taken, states that the tenor of these 
assignats does not clear up this doubt, for they were, 
from the beginning, nominally, and still, at the time 
he was writing, 1815, purported to be, payable in 
current money. The uncertainty, however, was, prac- 
tically, cleared up within a few months after the 
opening of the Bank. For, though at first a few pay- 
ments were made indifferently in silver or copper 
coin, they were soon made only in copper. Now, the 
copper coin was overvalued by 50 per cent, com- 
pared with the uncoined metal. The semblance of, 
convertibility was therefore inoperative. It was only 
a great scarcity of copper coin for retail purposes 
that admitted of its circulating at a nominal , so much 


* Cours d’Economie politique, vol. vi. p. 207. 
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above Its intrinsic, value. But as the notes were 
much more convenient in large payments, being in 
sums of 25 roubles, than the bulky metal, they cir- 
culated at the full nominal value of the copper 
coin. The whole issue was, in the first instance, 
limited to 40 millions of roubles ; and no great de- 
preciation attended the paper, as compared with the 
silver rouble, during the progress of the war. At 
the peace of Kainardji, in 1774, it rose fully to par, 
compared with silver. Professor Storch observes, 
that owing to the limitation of amount, which did 
not exceed the first issue of 40 millions for eighteen 
years, and to the circumstance that a certain amount 
of the taxes was required to be paid in assignats, 
this description of circulation was rendered so 
agreeable (as he says) to the public, that, until the 
year 1788, there was an agio, or premium, upon it 
of from 1 to 5 per cent against copper ; and that the 
difference between its value and that of silver never 
exceeded 3 per cent in favour of the latter. 

Thenceforward war, and other causes, induced 
additional issues, until at the death of Catherine, in 
1796, the mass of paper money amounted to 157 
millions, being nearly four-fold of what it had been 
eight years before. The exchange on London, which 
had been as high as 416?. in 1787, was at 31 d. in 
1796. During the two subsequent reigns, the fur- 
ther issues increased rapidly, insomuch that in 1810 
the paper money in circulation reached 577 mil- 
lions, and the paper rouble was worth oidy 25£ 
copeks, being only one fourth of its value in 1788. 
The exchange on London fell, in the autumn of 
1810, to ll^d. ; on Amsterdam, to 8 stivers; and 
on Hamburgh, to 7 skillings banco, per rouble. And 
the prices of all produce and commodities rose, 
in a proportion, greater or less, to this fall of the 
exchanges. 

The amount of notes in circulation had, according 
to a statement of Count Gurieff, reached, in’ 1817; 
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836 millions. I am not aware of the amounts at 
different periods between 1810 and 1817 ; but there 
is every reason to believe that the issues of paper 
were increased in 1811 and 1812; and, at any 
rate, it cannot be supposed that at such a time 
there could be any reduction of the amount. 

Now, the following facts present an important 
view of the great influence of the circumstances of 
that period in causing enormous fluctuations in the 
exchange, perfectly irrespective of any alteration in 
the amount of the currency. Immediately after the 
close of 1810, the exchanges rose, with consider- 
able oscillations, the lowest quotations, however, 
being above those of 1810; and they advanced 
rapidly when the invading armies of France ap- 
proached the Russian frontier. In June, 1812, the 
exchange on London was 16 d.; on Amsterdam, Ilf 
stivers; and on Hamburgh Ilf skillings; and, by the 
latter end of September, when Napoleon had entered 
Moscow, the paper rouble attained the enormously 
advanced rates of 25 d., 17f stivers, and 16f skillings 
banco. The silver rouble, and the Dutch ducat, 
which were respectively in 1810 at 400 copeks, and 
1250 copeks, were, in different periods in August, 
1812, as low respectively as 350 copeks, and 900 
copeks. 

This state of the Russian paper currency is not 
to be accounted for according to the doctrine of 
Mr. Ricardo, and Mr. Huskisson, and the Bullion 
report of 1810 : for this would not allow for 
the violent disturbing causes then operating on the 
exchanges, irrespective of any alteration in the 
amount of the currency.' 

The truth is, that the circumstances operating m 
the great enhancement of the value of the Russian 
currency in 1810-12 (without the possibility of 
assigning a contraction of the amount of it as a 
cause) were exactly the converse of those which 
wore at the same period causing an apparent depre- 
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ciation of the currency of this country, in so far as 
the foreign exchanges were an index of it. 

The circumstances producing the extraordinary 
elevation of the exchanges in Russia were these. 

The prices of hemp, flax, tallow, and other 
articles of Russian produce, had risen very consi- 
derably, in this country, in the autumn of 1811, 
and the commencement of 1812 ; partly from actual 
scarcity, and partly from apprehension that the 
invasion of that empire by the French armies would 
cut off future supplies. There were great induce- 
ments, therefore, to make purchases and shipments 
of produce from the ports of Petersburg and Riga, 
and other Russian ports, for British account, before 
the close of the navigation, by the setting in of 
winter. There were also similar purchases and ship- 
ments of produce, although on a limited scale (in 
consequence of the obstructions then prevailing to 
all commercial intercourse), made for Germany, 
France, and the United States. The immediate con- 
sequence was the drawing of an unusually large 
amount of bills upon these countries. But while 
there was this demand for articles of export from 
Russia, there was no sale whatever for imports. 
The native Russian merchants and shopkeepers 
could not be prevailed upon by any inducement 
of price to buy the goods which were imported 
into Petersburg from England, under the appre- 
hension that, if the French succeeded in their 
invasion, they would proceed to the confiscation or 
burning of all British manufactures or produce, 
as they had done, not long before, in the ports* of 
Prussia. The only remittances from Russia, there- 
fore, were of sums collected from former sales, or as 
returns for gold and silver, of which some, although 
not large, quantities had been imported. , There 
was, consequently, a vast disproportion, of drawers 
to takers of bills ; and the inevitable effect was to ' 
raise the exchange, as we have seen. 
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Now an exactly opposite state of things was 
simultaneously existing in this country. There 
was an urgent want of the raw materials of our 
manufactures; cotton, especially, having become 
scarce and dear; and naval stores from abroad 
were required for our military marine. At the 
same time a great foreign expenditure for sub- 
sidies, and for the pay and maintenance of our 
armies in Spain, was going forward. Of extraordi- 
nary magnitude, therefore, were the payments to 
be made abroad ; while as to nearly all articles of 
habitual export from this country there was an 
almost total absence of foreign demand, as has 
been shown by the extracts from Mr. J. D. Hume’s 
Letters. (See anth, p. 106.) It is no wonder that 
our exchanges were depressed ; nor is there any 
need to assume a redundancy of our currency as 
the cause. 

Here, then, is an illustration of the point which 
was at issue between Mr. Ricardo and Mr. Thorn- 
ton, when the former controverted the position 
of the latter, viz. that, upon a sudden demand for 
corn, or for the payment of troops or subsidies, 
there might be an unwillingness of the foreigner to 
receive goods from us in payment, and so the neces- 
sity might arise for sending gold, or making an 
enormous sacrifice in the exchange. The only- 
answer given by Mr. Ricardo was, that we ought 
not to indulge the foreigner in such unwillingness ! 

Without, however, dwelling further on this point, 
which has been before discussed, I will proceed to 
observe upon the decline of the exchanges in Rus- 
sia, after the extravagant rise of them in September, 
1812. The fall began when it became manifest 
that the French army would be obliged to retreat 
from Russia without any attempt to reach Peters- 
burg, and the quotations, by the end of the year, 
were respectively 16|c?. 11| stiv. and 10| sk. banco. 
Thenceforward the decline proceeded slowly, and 
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•with some oscillation, till October in 6; when it 
reached the lowest quotations of 9 9-^ stiv. and 
9| sk. banco, and the silver ruble was worth 400 
to 410 copeks in paper. The Custom-house duties, 
and other taxes, had been calculated in silver rubles, 
and the bank notes were, after intermediate alter- 
ation, declared by the government to be receivable 
in the proportion of 4 to 1, thus avowing a depre- 
ciation of 75 per cent, being substantially a degra- 
dation of the standard to that extent. At this rate 
it continued for some time. 

During the progress to this degree of depre- 
ciation, the prices of commodities experienced a 
corresponding advance, but subject to great fluctu- 
ation in the process. 

Loans were subsequently raised, abroad, by the 
Russian government, in order to withdraw a por- 
tion of the notes from the circulation ; and the 
amount of them was reported on the 1st of January, 
1821, to have been reduced to 640 millions. The 
exchanges had, by that time, improved, so as to 
induce the government to admit the paper ruble 
in payment of taxes at 3 ro. 60, and eventually at 
3 ro. 50 co. At which last-mentioned rate the 
conversion, from bank assignats to bank notes pay- 
able on demand in silver rubles, was ordained by 
an imperial ukase, dated 1st July, 1839.* 

My purpose in this digression has been — 

1st. To exemplify the position that government 
paper money may be so issued that, as in the case 
of the first 40 millions of roubles, a very slight de- 
preciation only may follow; just sufficient to dis- 
place so much coin ; and that, by strictly limiting 
the quantity, it may be maintained in circulation 
at, or very near to, par with coin. 

2d. To shew the prodigious range of variation in 
the exchanges to which an inconvertible paper 


See Appendix. 



216 


RUSSIAN PAPER MONEY. 


currency is liable, while the amount of it may be 
either stationary, or tending in an opposite direction. 

3d. To direct attention to the extraordinary phe- 
nomenon of a currency of inconvertible government 
paper, largely extended in quantity, increasing in 
value by 100 per cent, as an invading victorious 
enemy was approaching ; and the value falling as 
the enemy were retreating ; and eventually sinking 
to a lower level than that from which it had risen. 

4th. And finally, to point out the unaccountable 
misapprehension which has led persons, otherwise 
well informed, to allege, and reason upon, the as- 
sumption of a similarity between the circulation of 
bank notes in this country, during the suspension of 
cash payments, and the Russian paper money of 
the same period. 

I have taken occasion in a former volume* to 
remark upon the error of Lord Ashburton, in 
referring, as he did in his evidence before the Agri- 
cultural Committee in 1836, to the adjustment by 
the Russian government of the value of its depre- 
ciated paper, as an example that ought to have 
been followed in this country upon the restoration 
of a metallic standard. 

Mr. Hubbard f , in his pamphlet on the Currency, 
has the following passage: — 

“ When a paper currency is inconvertible, it may be depre- 
dated by its quantity being increased ; and the same con- 
sequences which attend the depreciation of the coin, attend the 
depreciation of the paper. The circulation of paper money in 
Russia was raised from two hundred millions of roubles in 1799 
to six hundred millions in 1811 : the food of rye flour rose in 
price from 70 to 200 copccs ; the value of the silver rouble 
expressed in assignats rose from 1 £ to four paper roubles ; and 
the exchange on Hamburgh fell from twenty-six skillings to ten. 


* Vol. II. p. 67. Some, but a very small, part of the facts 
here introduced were then stated with reference to the opinion 
expressed by Lord Ashburton, that in 1819, if the feeling of par- 
liament and the country had gone with him, he should have been 
inclined to propose a reduction of the standard “ pound” to 15$. 
f The Currency and the Country, 1843, page 35. 
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The Bank of England was restricted from paying its notes in 
gold ; its circulation was enlarged from ten millions to thirty 
millions ; the circulation of the private banks was similarly 
increased ; coin was exported ; and, if the general range of 
prices rose twenty-five per cent., the cause is to be found in the 
depreciation of the inconvertible currency of the country- result- 
ing from its increased quantity, and evidenced by the rise in 
the price of gold from 3/. 17s. 10^. to 51. 5s. per oz. ; and, by 
the fall of the exchange with Hamburgh, from thirty-seven to 
twenty-eight skillings for the pound sterling.” 

If the view which I have sketched of the state of 
the circulation of the Bank of England during the 
Restriction has any approach to correctness, there 
cannot be the shadow of a ground for the state- 
ment here so confidently made, of its having been 
similar in its principle and effects, to the Russian 
paper money during the same period. They agree 
only in the single fact of inconvertibility. The 
points of difference are so striking that I am quite 
content to leave it to my readers to draw their own 
conclusions. 

But I cannot help remarking upon the circum- 
stance which I have on more than one occasion 
had to notice as a very objectionable (and occasion- 
ally deceptive) practice of writers or speakers, who, 
when seeking to prove a depreciation of Bank of 
England notes, in consequence of excessive quan- 
tity, state the amount in circulation without refer- 
ence to the distinction of the one-pound notes from 
those of a higher denomination. 

If Mr. Hubbard had deducted the one-pound 
notes, as, according to every authority — Mr. Ri- 
cardo, Mr. Huskisson, and the Bullion Report — 
he ought to have done, he would have seen that 
the circulation in 1817, when it nearly reached 
the amount he states, would, instead of being at 
the expiration of more than twenty years, enlarged 
from ten to thirty millions, be found to be in- 
creased to only twenty millions. And if he had 
taken the pains to examine a little further, he would 
have discovered that, when it reached this extreme 
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amount, it was perfectly consistent with a state of the 
exchanges and of the price of bullion fully at par, or 
rather so much above it, as to have raised the trea- 
sure of the Bank to a higher amount than it had 
ever before attained. It is really surprising to find 
how many persons write and speak about the cir- 
culation during the Restriction, and draw conclu- 
sions and institute comparisons regarding it, while 
they clearly have no amd knowledge of the real 
state of it at that time. 


Section 9 On a Metallic Circulation , as the Type 

of a perfect Currency . 

It has been my purpose, in the preceding section, 
to show that the theory of the currency principle, 
according to the exposition of its promulgators, 
involves the error of confounding convertible with 
inconvertible paper ; as regards its issue, and its ef- 
fects in circulation up to the point of convertibility. 

By the same authorities it is (as stated at page 167, 
ante,) assumed, as an axiom, that a purely metallic 
circulation is the type or model of a perfect cur- 
rency ; and that, therefore, a mixed circulation of 
coin and paper ought to be made to conform in 
amount to the same variations as would be inci- 
dental to a purely metallic currency. I, and those 
who with me are opposed to the doctrine of the 
currency theory, as adopted by Sir Robert Peel 
and embodied in the act of 1844, readily admit so 
much of it as relates to this assumption. We are 
willing to consider a metallic currency as the type 
of that to which our mixed circulation of coin and 
paper ought to conform ; but, further, we contend 
that it has so conformed, and must so conform, 
while the paper is strictly convertible.* And we 

* Upon this point, nothing can be more forcible or more 
felicitously expressed than the following passage from Mr. Ful- 
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deny the correctness of their view of the opera- 
tion of a metallic circulation, according to their 
exposition of it, which I am about to quote. 

Those who contended, prior to 1844, that such 
as is stated in the following extracts would be 
the Operation of a metallic circulation, are natu- 
rally, now that they have experience , so totally at 
variance with their anticipations of the working of 
the system founded upon their model, disposed to 
explain away their former hypothesis. But it is 

larton. “But we are told, now, that in order to preserve a 
mixed circulation of gold and Bank notes from depreciation, it 
is not sufficient that the Bank notes should at all times be con- 
vertible into coin ; that, notwithstanding such convertibility, 
the notes may still be over-issued in such quantities as to raise 
the prices of all the commodities in the kingdom, and to cause 
the exportation of the gold, and that, to prevent such derange- 
ments, it is indispensable that the Bank note circulation Bhould 
at all times be made to fluctuate exactly as a purely metallic 
circulation would have fluctuated. On these propositions I am 
content at once to join issue. I deny that we have any evi- 
dence of such a redundance of circulating Bank notes having 
ever existed in coincidence with a really convertible state of 
the currency, as to raise prices or to cause an efflux of the pre- 
cious metals, or that such a redundance under such circum- 
stances is possible. And as to making a Bank note circulation 
fluctuate exactly as a pure metallic circulation would have fluc- 
tuated, I do not see how that can be constituted into a duty, 
until it be first shown that they ever fluctuate differently. As 
a general principle, indeed, I am quite free to admit that the 
increase or decrease of a circulation of Bank notes, from what- 
ever cause it may proceed, ought to correspond with the in- 
crease or decrease which a currency of metallic coin would 
exhibit under the same circumstances. But I go further than 
this : I contend that there not only ought to be such corre- 
spondence, but that there always is ; that, wherever the con- 
vertibility of the paper is perfect and secured from all delay or 
impediment, the coin of full standard value in weight and fine- 
ness, and the traffic in the flietal, whether coined or uncoined, 
absolutely free and unrestricted, there the Bank issues, if left to 
themselves , must necessarily fluctuate in conformity with the 
principles which govern the supply of the standard metal, and 
it is only from the intervention of some such arbitrary and 
empirical system of restraint as is now projected that this con - 
formity runs any risk of being disturbed ” — ( Regulation of 
Currencies , 2d. ed. pp. 26, 27.) 
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right to record what were the opinions under the 
influence of which such great alterations were 
made in our system of banking. In my pamphlet 
of 1844 I cited passages from the principal autho- 
rities for the theory. These and my remarks, which 
they elicited, I here extract and insert : — 

“ Admitting, for the sake of argument, that a 
metallic circulation is the type of a perfect cur- 
rency, it should seem that those who confidently 
pronounce it to be so, labour under a most egre- 
gious misconception of what the working of it 
would be. 

“ Upon the grounds which I have now to state, 
it will be evident that the operation of a perfectly 
metallic circulation would not be attended with 
the advantages which they contemplate ; nor, on 
the other hand, with the disadvantages which might 
be apprehended if it were to work as they seem to 
imagine it would. 

“ According to the currency principle, every 
export of the precious metals under a metallic cir- 
culation would be attended with a contraction of 
the amount and value of the currency, causing a 
fall of prices until the degree of contraction and 
consequent fall of prices should be such as, by 
inducing a diminished import and increased export 
of commodities, to cause a reflux of the metals 
and a restoration of prices to their proper level. 
So, on the other hand, an influx of the precious 
metals would raise prices, till they reached a level 
at which the converse of the process would take 
place. This oscillating process of a rise and fall 
of prices with every influx or efflux of the precious 
metals, independently of circumstances connected 
with the cost of production of commodities, and 
the ordinary rate of consumption, would be per- 
plexing enough, and any thing but convenient to 
the commercial, or the manufacturing, or the agri- 
cultural community. 
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“ The advocates, however, of the doctrine con- 
tend that, although thus the oscillations might be 
more frequent, the scale of them would be more 
contracted, every divergence being more quickly 
checked. I firmly believe, however, that if every 
export and import of the precious metals were at- 
tended with the effects imputed to them by this 
theory, the inconvenience would be felt to be in- 
tolerable, and that some of what Mr. Norman calls 
economising expedients would be devised and ap- 
plied as a remedy. 

“ But the operation would not be that which the 
theory, as it is stated in the following passages, 
supposes : — 

“ ‘ It is universally admitted by persons acquainted with 
monetary science, that paper money should be so regulated as to 
keep the medium of exchange, of which it may form a part, in 
the same state, with respect to amount and to value, in which 
the medium of exchange would exist were the circulating por- 
tion of it purely metallic. Now, it is self-evident, that if the 
circulation were purely metallic, an adverse exchange, causing 
an exportation of the metals to any given amount, would occa- 
sion a contraction of the circulating currency to the same 
amount ; and that a favourable exchange, causing an impor- 
tation of the metals to a given amount, would cause an ex- 
pansion of the circulating currency to the same amount. If 
the currency of the metropolis consisted of gold, an adverse ex- 
change, causing an exportation of gold to the amount of 
1, (XX), 000/., would withdraw from circulation one million of 
sovereigns.’ — Torrens. ( Letter to Lord Melbourne , pp. 29, 30.) 

“ ‘ The amount of the import or export of the precious 
metals is a pretty sure measure of what would have been the 
increase or decrease of the amount of a metallic currency/— 
S. J. Loyd . ( Further Reflections on the Currency , page 34.) 

“ And Mr. Norman, after explaining the manner 
in which the exchanges, as between two countries, 
A. and B., may be rendered adverse to A., so as 
to cause an export of coin or bullion, goes on to 
say,— 


“ ‘ The export of coin and bullion will cause general prices 
to fall in country A., and to rise in 13., supposing the debt to lJ. 
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not to be sooner discharged, until it becomes more advantageous 
to export goods than money.’ '’—(Letter to C. Wood, Esq., 3f,P. 
page 17.) 

“ In these passages, and many more that might 
be cited, it is assumed that the precious metals, 
gold, and silver, and bullion, are synonymous with 
currency and money, and are convertible terms. 
And, accordingly, every export of the precious 
metals is not only considered, in the supposition 
of a metallic circulation, as a contraction of the 
currency of this country ; but as so much added to 
the currency of the country to which it is ex- 
ported. Such alteration in the relative quantity 
of the metals in the respective countries from 
which or to which they are transmitted being, ac- 
cording to this theory, an abstraction or addition 
of so much money ; and prices, that is, the general 
prices of commodities, being considered as depend- 
ing on the quantity of money, a corresponding rise 
or fall of them is assumed to be the consequence, 
[n this view some very important considerations 
are overlooked. 

“ Before entering upon them, however, I must 
premise, that throughout this discussion the value 
of gold in the commercial world is assumed to be 
constant, i.e. that the cost of production and the 
general demand are unvaried ; also that the tariffs 
of foreign countries are in statu quo , so as to con- 
fine the consideration to the effects of an influx 
or efflux of bullion on the currencies of the re- 
spective countries, divested of any reference to 
disturbing causes, beyond those incidental to the 
course of trade and international banking. 

“ There is, and must generally be, in a country 
like this or like France, a stock greater or less of 
gold and silver, beyond that which is in use as 
money or as plate, or which is in the mint, and 
in goldsmiths’ and silversmiths’ hands, in prepara- 
tion for use as either. This surplus or floating 
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stock may be considered as seeking a market, 
whether for internal purposes or for export ; and, 
be the quantity greater or less, can it be said of it, 
if it is exported, that the amount is so much 
abstracted from the currency of the country, any 
more than if an equal value of tin or zinc, or lead 
or iron, were exported ? 

“ Moreover; of that part of the stock existing in 
the shape of coin in this country it may be ob- 
served, that as the coinage is not subject to a 
seignorage, there may be, and frequently is, in 
that shape a considerable amount of the precious 
metals which may not be in the hands of the 
public, circulating as money, nor in the reserves 
of the different banks, the Bank of England ex- 
cepted ; but may, like the uncoined metals, be 
seeking a market at home or abroad. It may be 
in the coffers of the Bank of England ; but held 
as bullion, being in the shape of coin equally 
convenient for every purpose, and more conve- 
nient for some purposes, in that form, besides 
that of serving for currency, than in uncoined 
gold, that is, in bars or ingots. 

“ The idea of gold seeking a market, and not 
immediately finding one, may seem strange, and, 
by the firm believers in the currency -principle 
doctrine, may be set down as paradoxical and 
absurd. 

“ Gold is an object in such universal demand, or, 
in other words, so universally marketable, that 
its being supposed to be kept on hand at all, 
under the uncertainty of finding a suitable market 
for it, appears to be inconceivable, or almost a 
contradiction in terms. 

“ I am ready to admit that gold is a commodity 
in such general demand that it may always com- 
mand a market, that it can always buy all other 
commodities ; whereas other commodities' cannot 
always buy gold. The markets of the. world are 



224 


A METALLIC CIRCULATION. 


open to it as merchandise at less sacrifice upon 
an emergency, than would attend an export of 
any other article, which might in quantity or 
kind be beyond the usual demand in the country 
to which it is sent. So far there can he, I pre- 
sume, no difference of opinion. 

“ But there will be found to be no inconsider- 
able difference, if we distinguish as we ought to 
do, for the purpose whether of theory or practice, 
between gold considered as merchandise, i. e. as 
capital, and gold considered as currency circulating 
in the shape of coin among the public. 

“ Mr. Senior, in one of his lectures on the value 
of money, observes, ‘The value of the precious 
metals as money must depend ultimately on their 
value as materials of jewellery and plate ; since if 
they were not used as commodities, they could not 
circulate as money.’ And he makes a remark to 
the same effect in an article in the ‘ Edinburgh 
Review,’ for July, 1813, on Free Trade and Retalia- 
tion. ‘ The primary cause of the utility of gold is 
of course its use as the material of plate. The 
secondary cause is its use as money.’ Of the truth 
of these propositions there can be no doubt. 

“ As this country is not only a large consumer of 
the precious metals for purposes other than money, 
but is also an entrepot tor receiving from the 
mines, and distributing the greater portion of the 
quantity applicable to the consumption of other 
countries, the bullion trade, totally independently 
of supplying the currency, must of necessity be 
very considerable. In resorting to this entrepot 
the metals can only be considered as merchandise 
in transit, seeking a market for consumption either 
in this country or abroad. 

“ But beyond the stock which is requisite for this 
purpose, and which must always include more or 
less of surplus to meet occasional extra demand, 
there must be a very considerable amount of the 
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precious metals applicable and applied as the 
convenient mode of adjustment of international 
balances, being a commodity more generally in 
demand, and less liable to fluctuations in its market 
value than any other. I will not venture, in the 
absence of any recognised grounds for computa- 
tion, to hazard an estimate of the amount so re- 
quired ; but, bearing in mind the immense extent 
of international transactions, and the vicissitudes of 
the seasons, and other circumstances affecting the 
relative imports and exports of food, raw mate- 
rials, and manufactures, besides the variations in 
the market value of national and private securities 
held interchangeably, the quantity of bullion re- 
quired to be constantly available for this purpose 
must be very large ; the principal deposits of it 
being in the Bank of England, the Bank of France, 
and the public banks of Hamburg and Amsterdam. 
These deposits may, moreover, in some of the pub- 
lic banks, be occasionally increased by coin which 
has become superfluous in the circulation. 

“ If, therefore, we take into account the magni- 
tude of the stock necessarily imported, partly for 
the consumption of plate in this country, and partly 
for that abroad, and of the amount required as 
available funds for the adjustment of international 
balances, it may not be deemed an extravagant 
supposition that there might occasionally be under 
a perfectly metallic circulation fluctuations, within 
moderately short periods, to the extent of at least 
five or six millions sterling in the import and 
export of bullion, perfectly extrinsic of the amount 
or value of the coin circulating as moucy in the 
hands of the public, and perfectly without influence 
on the general prices of commodities, as equally 
without general prices having been a cause of such 
fluctuations. 

“ It may be objected that the quantity of bullion 
which I have supposed to be in deposit*amohg the 
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principal public banks of the commercial world, 
applicable to the adjustment of international ba- 
lances, should be looked upon as performing the 
functions of money, in restoring the level of the 
currencies, which the very fact of the necessity 
for the transmission of money from one country to 
another proves to have been disturbed. This ob- 
jection is founded on the assumption that gold 
and silver are money or currency, and it is sup- 
posed that the transmissions of bullion for the pur- 
poses in question have a direct operation upon the 
amount of money or currency in actual circulation 
in the several countries. But in this objection the 
consideration is overlooked, that the coins only 
which enter into, that is, form part of, the internal 
circulation of the country, can be designated as 
currency, while bullion can only be viewed in the 
light of capital.* 

“ The distinction between bullion, as merchan- 
dise or capital, and coins, as money or currency, 
may be exemplified in the case of coins which are 
subject to a seignorage, and in cases such as that 
of Hamburg, where the money current for all the 
ordinary expenditure of income consists chiefly 
of a variety of foreign coins, passing from hand 
to hand at a conventional value, while all mer- 
cantile payments are made by transfers of capital, 


* With the exception of Mexican dollars, this being the form 
in which the produce of the silver mines of America is mainly 
distributed, and Imperials, the golden coin of Russia, being the 
form in which the extraordinarily large and increasing produce 
of the Asiatic provinces of that empire is adding to the general 
supply of the precious metals ; and further excepting the gold 
coins of this country, which, being issued without any charge 
whatever for manufacture, are found to be for some purposes of 
export more convenient than bars or ingots : with these excep- 
tions, the instances are rare in which, unless depreciated at 
home by compulsory paper money, the coins usually circulating 
as money are withdrawn to supply foreign payments of any 
magnitude. 
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deposited in the form of fine silver, and called 
bank money. 

“ In such a case ats that of Hamburg there have 
been, and must often again be, very great fluctua- 
tions in the amount of silver in the bank, and, 
consequently, of bank money, without any ob- 
viously corresponding variations in the amount 
of money in circulation for current purposes of 
expenditure by the community, or any variation 
as arising from that cause in the general prices 
of their commodities. And if a seignorage were 
imposed on the gold coin of this country on cor- 
rect principles (that is, accompanied by a limita- 
tion of tender, and by a power on the part of the 
holders to demand gold bullion at 3/. 17s. 10 \d. 
per ounce), there might be, and there would be, 
occasionally, supposing a purely metallic circula- 
tion, a very considerable variation in the amount of 
bullion in the coffers of the national bank, or in 
the hands of dealers in bullion, without necessa- 
rily in the slightest degree affecting the amount 
of the currency actually in circulation, in the ordi- 
nary daily transactions arising out of the expen- 
diture of individuals composing the public, and 
without variation in general prices .” — Inquiry into 
the Currency Principle , p. 6 — 15. 


Section 10. — On the Distinction between Currency 
and Capital; and on the actual and imputed 
Functions of Country Bank Notes. 

Totally unaware as the authors of our new 
system were of the distinction between currency 
and capital, when applied to the distinct functions 
of the precious metals, of serving, in the shape of 



228 


CURRENCY AND CAPITA!,. 


coin, for internal purposes, and of capital when 
transmitted abroad in liquidation of an adverse 
balance of trade ; still more striking, if possible, 
has been their disregard of that distinction in our 
internal exchanges. 

I have before had occasion to notice the different 
uses of bank notes, -with a view to point out the 
error of the currency theory which classes the two 
denominations together, as substitutes for coin. 
Dr. Adam Smith, in the following passage, has 
noticed the distinction between the two kinds of 
bank notes, and has, accordingly, in his views of 
our paper currency, steered clear of the confu- 
sion between currency and capital which pervades 
and disfigures most modern reasonings on the 
subject : — 

u The circulation of every country,” he observes, “ may be 
considered as divided into two different branches — the circu- 
lation of the dealers with one another, and the circulation be- 
tween the dealers and consumers. Though the same pieces of 
money, whether paper or metal, may be employed, sometimes in 
the one circulation and sometimes in the other, yet as both are 
constantly going on at the same time, each requires a certain 
stock of money of one kind or another to carry it on. The 
value of the goods circulated between the different dealers with 
one another never can exceed the value of those circulated be- 
tween the dealers and the consumers, whatever is bought by 
the dealers being ultimately destined to be sold to the con- 
sumers. Paper money may be so regulated as either to confine 
itself very much to the circulation between the different dealers, 
or to extend itself likewise to a great part of that between the 
dealers and the consumers. When no bank notes are circulated 
under ten pounds* value, as in London, paper money confines 
itself very much to the circulation between the dealers. When 
a ten pound bank note comes into the hands of a consumer he 
is generally obliged to change.it at the first shop where he has 
occasion to purchase five shillings* worth of goods, so that it , 
often returns into the hands of a dealer before the con sunt er 
has spent a fortieth part of the money.** — Wealth of Nations , 
M'Culloclts edition , pp. 141, 142. 

Upon this passage there are the following re- 
marks in my tract of 1844 : — 
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“ There can be no doubt that the distinction here 
made is substantially correct. Bearing in mind 
this distinction, the reason is obvious why, as far 
as relates to the interchange between dealers and 
consumers (including the payment of wages, which 
constitute the principal means of the consumers), 
coin, and the smaller denomination of notes serving 
as coin, are essential to such interchange, and why, 
consequently, if those smaller notes are withdrawn, 
their place must be supplied by coin ; but not so as 
regards the interchange between dealers and deal- 
ers. Bank notes are not only not essential to that 
interchange, but it must be manifest to any one 
having even a slight knowledge only of the manner 
in which such interchange is conducted, that, in 
point of fact, bank notes are rarely used in the 
larger dealings of sales and purchases. 

“ The great bulk of the wholesale trade of the 
country is carried on and adjusted by settlements 
or sets-off of debts and credits, the written evi- 
dences of which are in bills of exchange (includ- 
ing in that term all promissory notes payable to 
orders after date), while current payments, for 
what are called cash sales, are mostly discharged 
by cheques ; the ultimate balance only arising out 
of the vast mass of such transactions requiring 
liquidation in a comparatively small amount of 
bank notes. ' The principal exceptions to this, I 
apprehend, are in the provision trade, and in the 
sheep and cattle and horse fairs, in which the 
payments are mostly made in coin and bank 
notes; but there can be qo question that for 
amounts of 10/. and upwards, bills of exchange 
might be, as they formerly were, and, but for the 
increased stamp duty, would be substituted. 

“ Of the fact that, with the exception of these, 
and perhaps of some few other wholesale trades 
in which no credit is given, there is little or no' 
intervention of bank notes in purchases or sales 
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among wholesale dealers, no doubt can be enter- 
tained. And I have now to state the explanation, 
which I am not aware of having met with among 
the various lucubrations on the subject of the 
currency which it has been my lot to see, of the 
reason why, with the exceptions I have pointed 
out, such sales and purchases are effected without 
actual payment in money, which, by the currency 
theory, is defined to be coin or Bank notes. 

“ The reason is that all the transactions between 
dealers and dealers, by which are to be under- 
stood all sales from the producer or importer, 
through all the stages of intermediate processes 
of manufacture or otherwise to the retail dealer 
or the exporting merchant, are resolvable into 
movements or transfers of capital. Now, trans- 
fers of capital do not necessarily suppose, nor do 
actually, as a matter of fact, entail, in the great 
majority of transactions, a passing of money, that 
is, bank notes or coin — I mean bodily, and not 
by fiction — at the time of transfer. All the 
movements of capital may be, and the great majo- 
rity are effected by the operations of banking and 
credit without the intervention of actual payment 
in coin or bank notes, that is, actual, visible, and 
tangible bank notes, not supposititious bant notes, 
issued with one hand and received back by the 
other, or, more properly speaking, entered on one 
aide of the ledger with a counter entry on the 
other. And there is the further important consi- 
deration, that the total amount of the transactions 
between dealers and dealers must, in the last resort, 
be determined and limited by the amount of those 
between dealers and consumers. 

“ The business of bankers, setting aside the issue 
of promissory notes on demand, may be divided 
into two branches, corresponding with the distinc- 
tion pointed out by Dr. Smith of the transactions 
between dealers and dealers, and between dealers 
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and consumers. One branch of the banker’s busi- 
ness is to collect capital from those who have 
not immediate employment for it, and to distri- 
bute or transfer it to those who have. The other 
branch is to receive deposits of the incomes of 
their customers, and to pay out the amount, as it 
is wanted for . expenditure, by the latter in the 
objects of their consumption. The former may be 
considered as the business behind the counter, and 
the latter before or over the counter ; the former 
being a circulation of capital, the latter of cur- 
rency. 

“ The distinction or separation in reasoning of 
that branch of banking which relates to the con- 
centration of capital on the one hand and the distri- 
bution of it on the other, from that branch which 
is employed in administering the circulation for 
local purposes of the district, is so important in 
its bearing on the question of regulating the cir- 
culation by the foreign exchanges, and on that of 
the connection between the currency and prices, 
that the fullest elucidation of the practical opera- 
tion of that distinction may naturally be required. 

I have, therefore, as the best method of elucidating 
this point, drawn largely on the examinations by 
the Committee on Banks of Issue in 1841 ; and if 
it be objected that more than enough of the evi- 
dence is here adduced for the purpose, seeing that 
the point is so clear when simply stated, my answer 
to the objector is, that simple and clear as the dis- 
tinction may appear to him, so imbued were the 
members of the Committee who took a prominent 
part in the examination, with the tenets of the 
currency theory, as to have remained apparently 
(judging at least by the reiteration of their ques- 
tions to the same effect) unconvinced of the power- 
lessness of the banks of issue to influence directly 
the amount of the circulation of bank notes. £nd 
even to this day, with all the light of subsequent 
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experience, it should seem, judging by speeches 
and publications, and the declamations against ex- 
cessive paper issues, which still appear occasionally 
on the subject, that the dogma of the power of 
banks of issue to create paper money * ad libitum 
prevails to nearly as great an extent as ever. ' 

“ All the country bankers examined concur in 
stating that they have not the power by loans or 
discounts beyond the ordinary transactions of the 
neighbourhood to extend or contract the local cir- 
culation of notes, or to influence prices. They 
could, indeed, refuse to issue their own notes in 
answering the demands of their depositors, but 
such refusal must be accompanied by offering Bank 
of England notes or coin, and thus the local circu- 
lation would be equally filled up ; they may curtail 
or call in their advances, and so diminish their en- 
gagements, and eventually render a smaller amount 
of circulation necessary; but the immediate de- 
mands for notes for local purposes must still be 
satisfied. 

“ It appears by that evidence, that their circu- 
lation is devoted and confined to local purposes, 
chiefly in small amounts, for the retail trade ; 
and in the rural districts in advances to farmers 
for the purchase of stock and seed, and to cattle 
dealers and provision merchants; but that when 
called upon to make advances by way of loan or 
discount on a larger scale, it is always by a draft 
or order upon London, or upon such of their corre- 
spondents in other towns as happen to suit the 
borrowers — such loans or discounts being inva- 
riably made out of capital, or, in other words, out of 
the general resources of the bank. 

“ Among the country bankers of England, I 

• By paper money being always understood, according to 
the doctrine under consideration, bank notes in the hands of 
the public. 
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have selected the evidence of Mr. Stuckey, the 
head of the admirably conducted banks of Somer- 
setshire under his firm, because there is no one 
more conversant, both theoretically and practically, 
than he is with the subject of banking. By his 
position formerly he was in intimate communica- 
tion with Lord Liverpool and Mr. Huskisson. He 
was examined by the Bullion Committee in 1819. 
He was an adherent to the principles of the late 
Mr. Ricardo ; and he expressed opinions of the 
desirableness of having the circulation of bank 
notes regulated by a view to the foreign ex- 
changes. But what is the result of his very 
large experience as a banker?” 


“ 477. (Chairman.) Do you conceive that, generally speak- 
ing, there is an insuperable difficulty in country banks exer- 
cising such a control over their own issues, as to reduce them 
to some extent during a period of adverse foreign exchange ? 

“ I really do not see how that is to be done. 

“ 478. Then what is the practical effect of the regard to 
foreign exchanges, -which you think all country bankers ought 
to pay ? 

“ The practical effect is to make them more cautious and 
circumspect in the management of their money transactions ; 
but I should not state, that in the agricultural districts, the cir- 
culation would be altered by the foreign exchanges. 

“ 479. Do you conceive, that although the country bankers 
ought to pay regard to the state of the foreign exchanges, it 
is not in their power to bring that regard into practical effect by 
reducing the amount of their issues during the period of adverse 
exchange ? 

“ I do not see how it could be done. 

“480. Will, then, the regard which you recommend they 
should pay to the foreign exchanges produce any practical effect 
whatever upon their issues ? 

“ Yes, it would produce effect in the management of their 
monied concerns. 

“481. What practical effect would it produce on their 
issues f 

“ Very little : my own opinion is, that country issues have 
very little to do with exchanges. 

“ 482. Would the regard which you recommend to the 
foreign exchanges produce any effect upon their issues ? . 
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“ Very little : it would produce some effect upon the ma- 
nagement of their monied concerns. 

“ 483. (Sir T. Fremantle.) Upon their liabilities? 

“ Yes. 

“ 484. But comparatively little on their issues ? 

“ Yes : particularly in the agricultural parts of the country. 

“ 485. Upon what do you think the issues of the country 
bankers depend ? 

“ More on the state of agriculture than any thing else. 
When the landed interest is in a comfortable state, I consider 
the issues to be increased. 

“ 491. ( Sir T. Fremantle .) The advance which you make 
to the agriculturists is an advance of capital, whether it is 
paid to them in your own notes, or Bank of England notes, or 
gold? 

“ Yes ; the advance is generally made to agriculturists in 
our own notes. 

“ 492. But if the state of the country is such as not to re- 
quire an increase of your own issues, you are quite sure that 
those notes will come back to you in the course of a short 
time ? 

“ Exactly. 

“ 493. Therefore the advance that you make in that case 
is an advance of capital \ and not an advance of mere issue ? 

“ Exactly ; it is made out of our resources . 

u 501. (Chairman.) Will you state how you are affected by 
foreign exchanges ? 

“ I think the London banker is affected by them, therefore 
I am affected ; I naturally know that if my deposits are with- 
drawn, and any demand is made upon me, I must sell my secu- 
rities ; therefore I look to the foreign exchanges in order to 
ascertain how the money market is, that I may know what 
securities I shall dispose of. 

“ 524. ( Chairman.) Suppose the case of an adverse foreign 
exchange, when, according to your own opinion, the paper cir- 
culation of the country ought to be reduced, would you, on a 
depositor asking for the payment of a deposit in notes, be at all 
guided by the circumstance of the foreign exchanges, as to 
whether you paid that deposit in Bank of England notes, or in 
your own local notes ? 

“ I admit that I should not be guided by the foreign ex - 
change s, but I should be guided by knowing where the deposit 
money was to go to. 

“ 525. (Sir T. Fremantle .) You have stated that when 
you have observed gold going out of the country, and money 
becoming tight in London, you have been in the habit of issuing 
directions to your different branches to be more circumspect in 
the advances they make ; has the effect of that been practically 
to diminish the amount of your notes in circulation in those 
districts ? 



CURRENCY AND CAPITAL. 235 

* “ / do not think it has: I am not aware that it has. 

“ 526 . What has the effect been ? 

“ To make them more cautious in their advances , keeping 
our resources more within our own command ; instead of dis- 
counting a bill, which we should discount under some circum- 
stances, we have refused it ; and instead of advancing 1000/. or 
2000/.,. we have desired the person to take 500/. ; therefore we 
keep our banking capital and banking resources more under 
our own command. 

“ 527. But are you prepared to say that the circulation 
of your own notes has not been affected by that course of 
conduct ? 

I am not aware that it has . 

“ 537. Supposing, for instance, it should ultimately be 
thought that it is desirable that the country circulation should 
have a general conformity to the state of the foreign exchanges, 
do you conceive that this could be in any way effected by the 
country bankers ? 

“ I do not at present know how it could he accomplished; 
and I may take the liberty of going further in that question, 
and saying that it appears to me that the country issues, as con- 
ducted in the. west of England, have very little or nothing to do 
with the foreign exchanges. 

“ 538. Do you conceive, then, that the only circulation which 
ought to have reference to the foreign exchanges is that of the 
Bank of England ? 

“ I do conceive that it is the only thing which ought to have 
reference to them, being the circulation of London, and London 
being the spot where the foreign exchanges are generally 
effected. 

“ 539. (Mr. Grote.) Do you mean to state that you think 
the circulation of the Bank of England ought to be made to 
vary in conformity with the foreign exchanges, but that the 
circulation of the country banks ought not to be affected by the 
foreign exchanges ? 

“ No, I do not go so far as that ; my opinion is that the 
country circulation does not affect the foreign exchanges, because 
it is a different kind of circulation ; the foreign exchanges are, 
we all know, affected in various ways, but I do not think they 
are affected by the country circulation, and I have looked atten- 
tively at that question.” 

“ The evidence of Mr. Gilbart, of the London 
and Westminster Bank, of Mr. Hobhouse, of a bank 
at Bath, and of Mr. Rodwell, of a bank at Ipswich, 
is full of information as to the circumstances 
which influence and limit the country circulation 
without the possibility of reference Jto the ex- 
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changes. But as these gentlemen do not profess 
ever to have entertained an opinion of its being 
desirable, if it were practicable, to regulate the 
country circulation by the foreign exchanges, I 
have preferred a reference to Mr. Stuckey’s evi- 
dence, he having entertained and professed an 
opinion that it was desirable, but had made the 
discovery, confirmed by long experience on a very 
extensive scale, of its utter impracticability. 

“ Mr. Gurney was examined on this point by the 
Committee on the Bank Charter in 1832. I have 
before had occasion to notice his evidence at some 
length*, and will now only refer to the concluding 
part of it. : — 

“ Does it not follow from wliat you have said, that an 
over-issue of notes of country bankers cannot easily be ef- 
fected ? 

“ My belief is that it cannot be effected by any act of the 
country bankers'’ 

“ As far as this point is concerned, it might per- 
haps be deemed to be sufficiently proved by the 
evidence already adduced. But not the evidence 
only on this point is confirmed, but also much ad- 
ditional light is thrown on the distinction between 
capital and currency, by a view of the Scotch 
system of banking. The examinations of some of 
the managers of the Scotch banks by the Com- 
mittee in 1841, are accordingly well worthy of 
attention as illustrative of that distinction. 

■ ( The evidence of Mr. Alexander Blair, trea- 
surer and manager of the Bank of Scotland, which 
is the oldest of the chartered banks, having been 
established in 1695, and which appears to be con- 
ducted with great ability and prudence, is full of' 
valuable information as to the machinery and 
working of the Scotch system of banking. 


1 History of Prices,” vol. Hi. p. 193. 
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“ He mentions a curious fact relating to the 
mode in which the balances resulting from the 
exchanges twice a week among the banks are ad- 
justed by the means of Exchequer bills which, to 
the amount of 450,000£., they hold for that express 
purpose. Here we have Exchequer bills answering 
all the purposes that Bank of England notes at the 
clearing-house in London do. 

“ Mr. Blair also states that seven millions in 
amount of notes is found to be requisite in order 
to keep up an average circulation of three millions 
— a very curious fact, as it appears that the stamp 
duty is paid upon the whole stock, whether in the 
hands of the public, or within the walls of the 
banks, and that the whole amount is out in circula- 
tion for a few days at two seasons of the year. 

“ It is stated, moreover, upon the same autho- 
rity, that the total amount of deposits which, in 
1826, was computed to be about twenty-one mil- 
lions, had in 1841 reached to about twenty-seven 
millions. 

“ It is a remarkable circumstance that, while 
there has been a great extension of banking capi- 
tal, and of banking accommodation, and of banking 
competition, in Scotland since 1826, the amoupt of 
the aggregate circulation has considerably dimi- 
nished. What a commentary upon the received 
doctrine of the power of banks to increase their 
issues of paper money as suits their interests or 
convenience ; and that it is the effect of the com- 
petition of banks of issue to create a vast mass of 
worthless paper. 

“ Mr. Blair gave the following statement of the 
increase of banking accommodation in Scotland : — 

“ There are about 380 bank offices in Scotland, of which 
348 are branches. The population may be stated at 2,500,000; 
thus there is one bank for every 0600 individuals. , 

“ There were in 1825, 167 offices, of which 133 were 
branch banks. The population being then 2,£00,000, there 
was one bank to every 13,170 individuals. 
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The amount of notes exchanged per annum by the banks 
of Scotland is believed to be not under 100,000,000/. delivered, 
and 100,000,000/. received. The Bank of Scotland alone 
delivers 10,000,000/., and receives in exchange as much.” 


“ But the immediate purpose of my reference to 
the evidence of Mr. Blair and other managers of 
the Scotch banks, is to show that they do not and 
cannot regulate their circulation by the foreign 
exchanges ; and that, when they make advances, it 
is out of their capital or that of their depositors, 
without any direct influence on their circulation : 
that they attend to the conduct of the Bank of 
England in regulating their advances , which, how- 
ever, have no immediate influence on their cir- 
culation. 

“ Mr. Blair was asked by the chairman, — 

“ Do you conceive that the amount of notes in circulation 
should be regulated in any way with reference to the state of 
the foreign exchanges? — I conceive that the loans and dis- 
counts of banks should be regulated with reference to the state 
of the foreign exchanges, but I would not consider it necessary 
to reyulate the circulation by the foreign exchanges . 

“ 1879. {Mr. Grote.) Then, is it your opinion that, at the 
same time when the Bank of England is contracting its circula- 
tion, for the purpose of correcting an unfavourable exchange, 
the provincial banks should proceed in the same track, and 
contract their circulation also ? 

" I think that they should consider the action of the Bank 
of England, at that time, with reference to their general rules 
of discount. 1 would beg to leave the circulation out of the 
question ; I would say that the banks should look to the amount 
of their loans and discounts under such circumstances ; and, at 
the same time, I would say, that the Bank (of England) 6hould 
keep a large reserve, to be determined by their past experience 
and observation, for which, to the extent it is held for publie 
account, they should receive compensation. 

“ 1880. Then, is it your opinion, that at a period when,th£ 
exchanges are unfavourable, and the Bank of England are con* 
tracting their circulation, the provincial banks ought to be more 
cautious in granting loans and discounts than they were, before ? 

“ Certainly. 

“ 1881. {Sir J. R. Reid.) Does your bank act upon that 
principle ? 

“ It does.” 
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“ The examinations, however, of Mr. Kennedy, 
manager of the Ayrshire Bank, and of Mr. An- 
derson, of the Glasgow Union Banking Company, 
went more particularly to the question of the dis- 
tinction between capital and currency; and their 
evidence is calculated to throw great light on this 
point. 

Mr. Kennedy is asked — 

“ 2092. {Mr. Grote.) You stated that the causes affecting 
$he quantity of your notes which were out in circulation at any 
time, were, in your opinion, independent of the action of the 
foreign exchanges ? 

“ I did. 

“ 2093. But you also stated that at the time when the 
foreign exchanges were unfavourable, and when there was a 
pressure upon the money market, you thought it imperative, as 
a measure of prudence, to realise some of your reserves and to 
call in funds from Edinburgh or London ? 

“ Yes, that is an accurate representation. 

“ 2094. Then do you not think that that act of yours, in 
bringing into your country funds realised in Edinburgh or 
London is, in point of fact, tantamount to your acquiring for 
yourself a certain portion of the London currency or the Edin- 
burgh currency, inasmuch as the local increase of your currency 
is not at that moment tantamount to the increase of the aggre- 
gate currency of the country ? 

“ But we do not bring into our country the Edinburgh or 
London money. The diminution of our reserves takes place in 
this way : parties have payments to make in Edinburgh or 
London, or other places, and we draw upon our reserves there 
to meet those payments, but we do not bring down gold or 
Bank of England notes from the London market in order to 
pay them away in our country. 

“ 2095. Though you may not actually bring down gold or 
Bank of England notes, is not the effect of your diminishing 
the amount of your reserve in Edinburgh and London, and in- 
creasing by that means the advances to certain local borrowers, 
tantamount to bringing down so much of the Edinburgh or 
London currency into your locality ? 

“ I cannot see that 1 bring any currency down ; it is merely 
a payment made in London, or in Edinburgh, from one party t* 
another. 

“ 2096. Will you describe in what way your reserves are 
usually kept ? 

“ Tn easy negociable securities, such as exchequer bills and 
short-dated bills of exchange, money lying, in our bankers’ 
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hands in London, and in other parties’ hands in London, and 
money lying in our agents’ hands in Edinburgh and Glasgow, 
and other places. 

“ 2097. Suppose you sell so many thousand exchequer bills 
either in London or in Edinburgh, of course the proceeds of 
those exchequer bills are placed to the credit of your agent, 
whether your Edinburgh agent or your London agent ? 

« Yes. 

“ 2098. In that case, when you direct those funds to be paid 
out, you do in point of fact dispose of an equal amount of 
London currency or of Edinburgh currency for the purposes 
of your bank ? 

“ Yes. 

“ 2099. Then, in point of fact, do you not consider that you 
are enabled by means of that portion of the London currency 
or the Edinburgh currency, qf which you thus acquire the dis- 
posal, to obtain a certain increase of the amount of notes in 
your own district, and does not that, in point of fact, occasion a 
certain diminution in the London or the Edinburgh currency , 
which may be set against the increase of your own local issues 
at the time ? 

“ But when I give a draft upon the London agent I do not 
in consequence of the increased sum that I have put at his 
command give out notes for it. I give a draft upon London, 
payable to some party in London ; the money is paid over in 
London, so that I do not make an issue upon that. 

“ 2100. But the quantity of currency which is available to 
other parties in London or Edinburgh is diminished by that por- 
tion which you draw for your own use ? 

“ I do not see how it diminishes the quantity of currency in 
London : it merely transfers it from one party to another . 

“ 2101. If you were not to employ that portion of the 
London currency which you acquire by realising your exche- 
quer bills, that portion would be at the disposal of some other 
person in London, for the purpose of granting accommodation 
to London borrowers ? 

“ But I do not take it out of London; it is still in the hands 
of some party in London . 

“ 2102. But if by means of that operation you are enabled 
to extend your accommodation to your local borrowers, you do 
make it serviceable to the wants of your district, and is it not 
tantamount, in point of fact, to a transfer of so much capital 
from employment in London to employment in Ayrshire? Is 
not that the general effect of the operation ? 

“ That may be the effect of it ; but it has no effect in dimi- 
nishing the amount of the currency in the London market I 
do not bring out of London any currency ; I merely take the 
currency from one party in London, and give it to another. 
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“ 2108. Do you not bring down from' London to Ayrshire a 
certain portion of capital which was before in London ? 

“ I do not see that. 

“ 2104. If the effect of this transaction be to enable you to 
supply the wants of borrowers in Ayrshire, which otherwise 
you could not supply, surety that does amount to a transfer of 
so much of your banking capital from London to the country ? 

“ It is rather more the payment of a debt due by some 
parties in Ayrshire to some parties in London.” 

“ Mr. Kennedy is right : the operation is the 
mere transfer of a debt. The Ayrshire bank is cre- 
ditor of a bank in London to the amount of 1000Z., 
and passes its draft on London for that sum ; the 
person or firm that takes and pays for the draft of 
the Ayrshire bank has a payment to make to his 
correspondent in London. The transactions ba- 
lance each other. The ultimate balances, as be- 
tween Scotland and England, must be adjusted by 
an increase or diminution of the funds possessed 
in England by the Scotch banks; and in some 
cases, although not frequent, nor to any consider- 
able amount, there may be a transmission of Bank 
of England notes or coin. 

“ Notwithstanding the clearness of this evidence, 
the following questions, put by the Committee, as 
to the distinction between capital and currency, in 
the subsequent examination of Mr. Anderson, 
manager of the Glasgow Union Banking Company, 
will show the little impression produced by it on 
the examiners : — 

“ 2323. (Chairman.) Do you at all attempt to regulate your 
circulation by the state of the foreign exchange ? 

“ Not the circulation : we regulate our business by the state 
of the foreign exchanges, but we consider that the circula- 
tion does not require any regulation ; our advances and loans 
we regulate , but not the circulation of our notes. 

“ 2324. Do you conceive that the circulation is sufficiently 
regulated by your simply answering the demands of your 
customers ? 

u I think so. 

“ 2335. Do you conceive that the consequence of restrain- 
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ing your loans and advances is to produce any effect upon the 
amount of your circulation ? 

“ No immediate effect upon the amount of our circulation. 

“ 2336. Does it eventually ? 

“ The circulation is eventually affected by the langour that 
follows a pressure : when wages are low and people are out of 
employment, there is less money circulating among them, and 
our circulation is diminished, but the immediate effect of a 
pressure is not to diminish the circulation . 

“ 2337. Does then any diminution of the circulation which 
takes place arise from a less demand on the part of the public, 
and not as the result of any greater caution on the part of the 
Bank ? 

“ Exactly. 

“ 2338. {Mr. Grote.) But the effects you have described 
imply an increased demand on the part of the public at such 
periods of your circulation ? 

“ It ia an increased demand for money *, but not for circu- 
lation. 

“ 2339. When those demands are made, in what manner do 
you supply them ? is it not by an increase of your own notes ? 

“ In most cases an increased demand comes upon us in the 
shape of orders upon London, or orders upon Manchester or 
Liverpool : the pressure upon us is chiefly from the South, and 
extra demand from London, Liverpool, and Manchester we 
feel as the first indication of pressure ; it is not from our own 
immediate districts. 

“ 2340. ( Chairman.) Do you mean that your customers 
have demands upon them, which it is necessary for them to dis- 
charge in Manchester, London, and other places ? 

“ Yes, that is to a considerable extent the case. 

“ 2341. {Mr. Grote.) In what manner do you enable your 
customers to make those payments, which you have to make in 
Liverpool, or London, or Manchester ? 

“ By giving them orders upon our agents and correspon- 
dents in those places. 

“ 2342. You direct a certain portion of the funds which you 
have in London, or Liverpool, or Manchester to be applied to 
that purpose ? 

" We do. 

“ 2343. Then, in point of fact, you make those advances 
not out of your own local currency, but out of a certain portion 
of the London currency , upon which you have a demand ? 

“ No; I think that does not precisely describe the operation. 
It is our capital : it is capital which we have collected in Scot- 


# It is quite clear that by money the witness means capital, 
as distinguished from circulation. 
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land, and placed in London for that purpose : it is not London 
currency lent to Scotland, but it is capital belonging to Scot- 
land that has been placed in London, and is now applied to the 
purposes for which it is wanted. 

“ 2344. But if you direct payment to be made in London, 
this payment must be made by means of the notes of the Bank 
of England, which alone circulate in London ? 

“ Of course.* 

“ 2348. When increased demands are made upon you by 
your customers in Glasgow, do you not answer those demands 
by means of your own local notes, and not by orders upon 
London ? 

“ Certainly : our circulation from Tuesday to Friday, and 
from Friday to Tuesday again, is increased upon this occasion ; 
but we do not reckon that circulation , because we kno*r that it 
is immediately to return upon us, and that it is an advance, not 
of circulation, but of capital ; it becomes at the next exchange- 
day an advance of our capital . 

“ 2349. You feel satisfied that the increase of notes which 
you might make at that period would immediately come back 
upon you in the exchange, and that you would be required to 
pay them by orders on London ? 

“ Yes ; or by exchequer bills in Edinburgh 

“ 2361. Do you not, by means of this increased amount of 
advances in the extraordinary periods to which the questions 
have alluded, add to the means of purchasing goods possessed 
by the persons who borrowed from you ? 

“ Yes, we do. 

“ 2362. And is not that practically tantamount to so much 
increase of circulation in the local districts in which your loans 
take place ? 

“ I think not of circulation ; I think it is capital; because 
the notes we pay out are not retained for days or weeks to make 
the purchases ; they are paid immediately to some other bank, 
and come back to us upon the exchange, and they become an 
advance of capital by us to the party, to enable him to make 
his purchases. f 

“ 2363. But although ultimately it comes to be an advance 


* The question and answer are both wrong. . The former 
assumes that the payment must be made in Bank of England 
notes, and the latter acquiesces in the supposed necessity : they 
may be paid, and most commonly are , by set-off at the clearing- 
house. 

f It is impossible to place in a clearer light the. distinction 
between capital and currency, as applied to transactions between 
dealers and dealers. 
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out of your capital, yet for a certain time it is an advance 
made by means of your circulation only, without the aid of your 
capital? 

“ For two or three days it is* 

“ 2364. For a certain time, longer or shorter, as the case 
may be? 

“ It cannot, I think, be longer than till the next exchange- 
day with regard to those extra advances. 

“ 2365, (Mr. Gisborne.) Practically, has it more effect in 
giving power of purchasing goods in London, than if you 
gave them a draft upon your banker in London ? 

“ No ; I think not. 

“ 2366. (Mr. Grote .) But during the period which elapses 
between the time of your making the advance originally in 
your own notes, and the time when you give the order on 
London, in consequence of the notes coming back to you, 
during that interval, whether it be long, or whether it be short, 
must there not be an increase of the circulation of the country 
generally ? 

“ I think that brings us back to the question which has been 
so much discussed here, viz. whether deposits form a part of the 
circulation. Those notes which we pay out do not remain out; 
they must be paid back either to us or to some other bank, in 
the shape of deposits, till they are to be used, and they do nqt 
increase the permanent circulation of the Country, unless for a 
day or two, scarcely for even a day. 

“2367. (Sir James Graham.) What proportion of the 
people of Scotland receiving notes employ bankers ? 

“ A very large proportion of the people of Scotland employ 
bankers; we have been inquiring into that since we came 
together. One of the gentlemen here, who is at the head of a 
bank with a large number of country branches, informs me 
that the number of creditors of his bank is 20, (XX). In our case, 
I have a return since I came to town, making the number in 
our bank 15,770 ; and one of the gentlemen who is here, and 
who is at the head of a bank without branches, says that he 
has 7000 people holding his obligations. 

“2368. (Mr. Grote.) Deposit accounts ? 

“ Yes ; deposit accounts, or current accounts bearing in- 
terest. 

“2369. (Sir James Graham .) Inasmuch as every payment 
into a bank, whether in the shape of a deposit, or to the credit 
of a current account, bears interest day by day, and inasmuch 
as no commission is charged upon operations on an account, 
and inasmuch as a great proportion of the people receiving 
money in Scotland employ bankers, does it not follow that 
'every payment made in local notes finds its way almost imme- 
diately within the space of twenty-four hours into the hands of 
some banker ? 
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“ I think it does. 

“ 2370. (Afr. Grofc.) Would not the cor 'equence of that 
proposition be, if followed out, that there suould be no notes 
whatever in the hands of the public, but that all the notes 
issued by each bank should be in fact in the hands of other 
banks ? 

“ That is the effect. There are three millions of notes out, 
which is a very small amount ; people must have a certain 
amount of money in their pockets and boxes at home, and shop- 
keepers must keep a certain amount of money in their tills 9 the 
daily receipts of their business ; and manufacturers must keep 
notes to pay people* s wages , and so on ; but that altogether 
forms but a small proportion compared to the circulation of 
England. Our three millions in Scotland amount to about 
IL per head of the whole population ; in England, although 
you have a gold circulation for every thing below 5/., your 
paper circulation amounts to 21. a head. 1 am taking about 
fifteen millions for the population, and thirty millions for the 
currency.” 

“ The distinction between currency and capital, 
which is so clearly shown by these remarkably 
intelligent witnesses, is not a mere matter of classi- 
fication or of verbal criticism. The confounding 
of one with the other is a prolific source of fallacy 
in reasoning, and of error in practical application, 
in questions relating to the management or regula- 
tion of banks. 

“ Of this a striking instance was exhibited in 
the reasons adduced by the advocates of the cur- 
rency theory, in justification of the advances made 
by the Bank of England in 1835, against the depo- 
sits on the West India loan. The justification 
proceeded on the ground that, but for those ad- 
vances the currency would have been unduly con- 
tracted. What the notion could be of undue con- 
traction of the currency, that is, of an inconvenient 
want of bank notes in the hands of the public or 
of the bankers, as long as any amount might be 
obtained by discount at 4 per cent., passes all 
reasonable comprehension. The truth is % that it 
was wholly a question of disposable capital 5 and 
was it possible to imagine that there could be any 
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danger of an insufficiency of it, at a time when the 
disposal of it was so recklessly going forward in 
credits to America ? While as regards the circula- 
tion or currency, there is every reason to believe, 
on a view of the state of things at that time, that 
the amount would have been neither more nor less 
than it was, whether the advances had been made 
or withheld .” — Inquiry into the Currency Principle , 
pp. 34-54. 

If the questions which elicited these answers of 
the countiy bankers be examined, it will be observed 
that the only members who appeared to apprehend 
the point of view suggested by this evidence, although 
they did not follow it out to its consequences, were 
Sir James Graham and Sir Thomas Fremantle. 
On the other members who took part in the ex- 
aminations, the evidence seems to have made no 
impression whatever. 

Sir Robert Peel, it appears, from an indifferent 
question or two that he asked, was present at these 
examinations. Whether he saw the comments 
upon them in my tract, which was published some 
weeks before the announcement of his measure, may 
be doubted. It is highly probable that under the 
overwhelming pressure of public business, he had 
not time, among the thousand-and-one pamphlets 
that solicited his attention, to notice mine ; or, if he 
chanced to look at it, he may have been so prepos- 
sessed with his own views, founded on the doctrine 
of the currency theory, as not to consider my 
suggestion of the distinction in question, worthy of 
being attended to, and still less of being followed 
out to its practical bearing upon the measure 
which he had then in contemplation. To haVfe 
admitted it would have unsettled the bundle of 
opinions* he had already made up, and in pur- 


* I remember hearing of a gentleman who was so tenacious 
of his opinions, when once formed, that he would not entertain 
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suance of which he had probably concocted his 
scheme, and already determined to carry it out. 

The following passage of his speech exhibits in a 
striking point of view, how completely his mind 
was- made up to acquiesce in the doctrine of the 
currency principle as an axiom, an ultimate truth ; 
and how, consequently, it had become inaccessible 
to any idea that could call into doubt or question 
the infallibility of that truth : — 

“ I also attempted to show,” he said, “ from the admission of 
the representatives of issuing banks, that their practice was at 
variance with the principle which ought to regulate a paper 
currency ; that there was no reference to the exchanges ; that 
as it was once said by a private banker, ‘ there is no more 
regard to the exchange than to the snow on the mountains.’ ” 

He nowhere, however, attempts to prove the 
truth of the principle, according to which he as- 
sumed that they could, and that they ought, so to 
regulate their issues. 

If there had been the smallest opening in his mind 
for the admission of an idea militating with the 
principle that the circulation ought to be regulated 
by the foreign exchanges, and that the country 
bank system was vicious because its issues were not 
so regulated, he could hardly have failed of per- 
ceiving, and drawing the fair inference from, the 
fact, that while the bankers, one and all, declared 
their inability so to regulate their issues, meaning 
their note circulation*, they took into consideration, 


or listen to any question or doubt that was calculated in any 
way to disturb them. When pressed, his answer used to be, 
that his opinions were like well-bound bundles of fagots ; you 
could not take one out, nor put a fresh one in, without disturb- 
ing the rest, and loosening the whole bundle ; and this would 
put him to the trouble, which he had no wish to encounter, of 
binding up his bundle afresh. 

* Mr. Goulburn, who was Chancellor of the Exchequer 
when the measure of 1844 was under discussion, and .might be 
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in the regulation of their advances (being the only 
part of their business which they could control), 
the state of the money market in London, and 
the position of the Bank of England ; this being, 
in substance, equivalent to a regulation by the 
exchanges. What more could be expected ? — 
what more could be desired of them ? The em- 
ployment of their capital and credit they did so 
regulate ; and that only was within their power. 
Over the amount of notes which their advances or 
discounts would call forth they had no power, and 
still less could they limit or enlarge the amount 
which their depositors would require. * 


supposed, from having been one of the Committee on Banks 
of Issue in 1840-1, to have obtained some insight into the nature 
of the country note circulation from the explanation given by 
the bankers of the circumstances that determined their issues, 
thus stated his view of it in the debate of the 13th of June: — 

“ The country bankers said that they generally regulated 
their issues by a consideration of prices in their respective 
neighbourhoods ; that when prices were high they put out their 
issues , and when they were low they contracted them.” 

* The following passage, from a very able article in the 
Quarterly Review for June last, will serve to show how very 
different is the country circulation from the currency notion 
of it : — 

" The distribution of the greatest masses of the provincial 
circulation, so far from being coincident with the districts of 
greatest population, greatest trade, and greatest activity and 
enterprise, is in point of fact coincident with the districts 
where population and trade are alike of the most stationary 
character. Thus, the gross local circulation of Yorkshire is 
not more than 1,500,000/., and of this sum only one third finds 
employment in the manufacturing and mining districts, while 
two thirds arc distributed among an agricultural population 
very nearly one-half less in numerical strength, and occupying 
a still lower comparative position with reference to all the' 
elements of commercial activity and importance. 

“ The largeness of the circulation of the agricultural banks 
js every way as remarkable. So constant is this phenomenon, 
that in running the eye over the Gazette returns, published 
under the Act of 1844, whenever a sum extraordinary from its 
magnitude attracts attention, it will be found, with very rare 
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If a glimpse of this light had broken in upon 
Sir Robert Peel he would have seen that, in his 
parade of machinery to limit the amount of the 
note circulation of the country banks, he was deal- 
ing with a very small part of their business-* ; the 
whole effect of his troublesome machinery being, 
not to prevent the enlargement of the entire amount 
of the circulating medium of the country districts 
under certain circumstances, when, according to 
the theory, it ought to be contracted, but to sub- 
exceptions (and those admitting of explanation), to belong to a 
rural locality. The maximum circulation for example of the 
oldest of the Boston banks is 75,000/., that of the oldest of the 
Birmingham banks is 23,000 /. ; the circulation of the Yar- 
mouth bank is 53,000/., that of the bank at Hull is 29,000/., 
and the Bank at SafFroa Walden has an issue very nearly 
as large as the oldest of the hanks at Leeds — the Saffron 
Walden figures being 47,000/., and those of the bank at Leeds 
53,000/. 

“ fc It may perhaps be said that this line of argument does not 
meet the real question — that it does not prove that banks of 
issue have not the power of emitting their notes ad libitum , but 
simply that the emission is larger in the regions of agriculture 
than in those of trade. But in truth that is the very point. 
According to the currency school, the amount of issue is regu- 
lated by the intensity of the demand for pecuniary accommo- 
dation on the one hand, and by the inclination to meet it on the 
other. But it will hardly be maintained that the bankers of 
Boston are exposed to solicitations more urgent than the bankers 
of Leeds, or that the atmosphere of competition is more intense 
in a country, town of Lincolnshire or Norfolk, than in the 
busiest marts of the West Riding or of Warwickshire.” — 
( Quarterly Review , July 1847, p. 240.) 

* As one among other instances of the small proportion 
which the note circulation of country banks bears to their lia- 
bilities, it may be worth while here to notice the recent case of 
the North and South Wales Bank, which suspended its pay- 
ments in October last. It appears by the statement laid befoi e 
the creditors, that the total liabilities of the bank amountedio 
491,073/. Of this amount the notes in circulation were only 
35,710/. The deposits amounted to 326,798/., and other liabili- 
ties made up the larger sum. The assets were shown to amount 
to 643,741/. ; and it was arranged that the bank should be re- 
opened with additional capital. 
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stittite Bank of England notes or coin for the coun- 
try bankers’ notes. This may be considered an 
advantage by that numerous class of persons who 
have a horror of the country circulation from what 
they have heard, and what they repeat by rote, of 
the excessive issues of the country banks: mis- 
using, as they do, in this and in other instances, the 
term issues , so as to mean by it sometimes the mere 
note circulation, and at other times, the advances 
made by way of loans or discounts, whether these 
be attended with the passing of any notes or not. 

The same want of perception of the distinction 
between currency and capital which led Sir R. 
Peel to attach such importance to the note circu- 
lation, as that part of the liabilities of the country 
banks which exclusively demanded legislative regu- 
lation, seems to have led him, in adherence to the 
currency principle, to consider the note circulation 
as that part of the liabilities of the Bank of 
England which required to be controlled in amount 
by the variations in the amount of its treasure : 
thus proving himself to be totally unaware that it 
was in the banking department, involving the re- 
ceipt and distribution of capital, that lay the source 
of any inconvenience or danger arising from any 
want of prudence in the management; while the 
amount of the note circulation was not and could 
not be under the direct control or regulation of 
the directors, but depended upon the wants and 
convenience of the public. 

It is impossible in my opinion to exhibit in a 
more Striking manner the great error which per- 
vaded Sir Robert Peel’s views on this point, than by 
the following passage in his speech of the 6 th of 
May, 1844. 

“ We think that the privilege of issue is one 
which may fairly and justly be controlled by the 
state, and that the banking business, as distinguished 
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from issue, is a matter in respect of which there can- 
not be too unlimited and unrestricted a competition .” 

Now I venture to affirm that this is exactly the 
reverse of the conclusion which can alone be legiti- 
mately derived from a correct view of the nature 
of the separate functions of, and of the distinction 
between, currency and capital. To the extent to 
which regulation is desirable or admissible, it is, 
fact, much more required to avert the dangers of 
excessive competition of banking than of issue. 

But it seems that the great, the redeeming quality, 
whatever other objections there might be to the 
scheme, as regarding both the country banks and 
the Bank of England, was held out to be the se- 
curing by it of the convertibility of the paper, and 
consequently the maintenance of the metallic 
standard. 

The question of convertibility of Bank of Eng- 
land notes I propose to examine when the opera- 
tion of the act of 1844 comes under consideration. 

In the ensuing section the discussion will be 
confined to a comparison of our country banks 
with the banks of the United States. 


Section 11 . — On the alleged Insufficiency of Con- 
vertibility to prevent excessive Issue 8 of Bank Notes , 
as asserted to be proved by the History of the Ame- 
rican Banks. 

I have never yet met with a more lax use of 
terms, nor, consequently, greater confusion of ideas, 
than is to be found in the opinion of Sir Robert 
Peel (loudly echoed bv his followers in -the de- 
bates on the measure of 1844), that convertibility, 
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while subject to competition in the issue of bank 
notes, was no security for the maintenance of the 
standard of 181 9. After declaiming upon the enor- 
mity of the country bank system, which did not 
admit of its note circulation being regulated by the 
foreign exchanges, he goes on to say, — 

“ Thus it appears to me that the conclusions of reason against 
unlimited competition of issue are amply confirmed by the ad- 
missions of the advocates for it. Are the lessons of experience 
at variance with the conclusions we are entitled to draw from 
reason and from evidence ? What has been the result of un- 
limited competition in the United States? In the United 
States the paper circulation was supplied, not by private bankers, 
but by joint stock banks established on principles apparently 
the most satisfactory. There was every precaution taken against 
insolvency; unlimited* responsibility of partners — excellent 
regulations for the publication and audit of accounts, immediate 
convertibility into gold. If the principles of unlimited compe- 
tition, controlled by such checks, be safe, why has it utterly 
failed in the United States ? How can it be shown that the 
experiment was not fairly made in that country ? ” 

Strange as it may seem, yet such is the fact, that 
a similar reference to the example of the banks of 
the United States, in proof that convertibility of 
bank notes is no safeguard for the standard, was 
made by each of the prominent supporters of Sir 
Robert reel’s measure in the debate of the 20th of 
May. Thus Sir C. Wood : — 

“ We are not without experience as to the value even of con- 
vertibility as a safeguard for the preservation of the standard,” 
— “ In America the convertibility of bank notes is a funda- 
mental article of the constitution ; provisions more stringent 
than in this country are enacted to enforce it in practice ; every 
precaution is taken to render the banks safe and sound. They 


# This may be a misprint, but it is repeated in the speech of 
the 20th of May 1844, as published by Mr. Murray. There is 
no doubt, I believe, that the liability of the banks in the United 
States is in all, or nearly all, cases limited . 
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are all joint stock banks, with limited* liability and restrictions 
on issues , paid up capital, and whatever other precaution can 
be devised for this purpose. What has been the result ? ” 

Then follows the quotation of a statement of 
the number of banks, their capital and circulation, 
furnished by Sir W. Clay, with the remark : — 

“In May of that year cash payments were suspended 
throughout every state of the Union.” 

“ And,” Sir Charles Wood adds, 

“There was an end of course of any maintenance of the 
standard of value.” 

Sir William Clay made the same allusions to the 
instance of the banks of the United States, as prov- 
ing the insufficiency of the principle of convertibi- 
lity to maintain the standard. 

But perhaps of all the changes thus rung upon 
the convertibility of bank notes in America, as 
proving that in England it was no safeguard for 
the standard, the most curious specimen is in the 
speech of Mr. Goulburn on that occasion. 

“Was there not then in the United States,” he asked, “ a paper 
that was perfectly convertible? Was there not then a precise 
regulation that every note should be payable on demand in coin ? 
Still, in consequence of competition, there was an excess of issues; 
and this, though there was a perfect publicity as to accounts, a 
rigid inspection by the government, and a rigorous control; and 
yet from the competition of issues they reduced the country to 
that state, that, as the honourable gentleman himself had said, 
they overlooked morality, and suspended cash payments. There 
was no want then of a convertibility of paper enforced 
by law; but the competition of issues defied all law , and 
made every man in the community anxious to increase the cir- 


* Here limited liability is included among the precautions 
calculated to render the banks safe and sound. And so far Sir 
C. Wood seems to>$gree with Sir W. Clay, who litis strongly 
and perseveringly urged that the principle of limited responsi- 
bility should be extended to our banking system generally. 
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culation in order that he might be able to promote bis own wild 
speculations.” 

Before remarking upon these strange attempts 
of the several speakers to support and illustrate 
their position, that the convertibility of bank 
notes, as it was restored and is established in this 
country by the act of 1819, and has ever since 
been faithfully complied vydth, is no security for the 
maintenance of the standard, by a reference to the 
state of banking in the United States of America, 
I have to call the attention of my readers to the 
description given by Mr. M'Culloch and Mr. Ful- 
larton of American banking. 

In the edition of 1844 of his great work, the 
“ Commercial Dictionary,” in the article on “ Banks 
(foreign),” Mr. M'Culloch has the following very 
emphatic passages : — 

“ Had a committee of clever men been selected to devise 
means by which the public might be tempted to engage in all 
manner of absurd projects, and be most easily duped and 
swindled, we do not know that they eould have hit upon any 
thing half so likely to effect their object as the existing Ameri- 
can banking system. It has no one redeeming quality about it, 
but is from beginning to end a compound of quackery and im- 
posture. Our own banking system is bad enough certainly ; 
but is as superior to the American as can well be imagined. A 
radical reform of the latter, or if that cannot be effected, its 
entire suppression, would be the greatest boon that can be con- 
ferred on the Union, and would be no small advantage to every 
nation with which the Americans have any intercourse.” — 
(p. 113.) 

With reference to the “ excellent regulations” 
for the prevention of abuses and irregularity of 
which Sir Robert Peel, and his supporters in the 
debate, spoke in terms of such high approval, J^Tr..* 
M'Culloch has the following decisive statement: — 

“ But our readers need hardly be told that these elaborately 
contrived regulations are really good for nothing, unless it be 
to afford an easy mode of cheating and defrauding the public. 
Instances have occurred of banks having borrowed an amount 
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of dollars equal to half their capital for a single day, and of 
such dollars having been examined by the inspectors appointed 
for that purpose, and reported by them, and sworn by a ma- 
jority of the directors to be the first instalment paid by the 
stockholders of the bank, and intended to remain in it. — 
( Gouge’s Paper Money and Banking in the United States .) 
We do hot of course imagine that such disgraceful instances 
can be of common occurrence ; but what is to be thought of a 
system which permits a company for the issue of paper money 
founded upon such an abominable fraud to enter on business 
with a sort of public attestation of its respectability? The 
publicity* too, to which the American banks are subject, is in- 
jurious rather than otherwise. Those who are so disposed may 
esisily manufacture such returns as they think most suitable to 
their views, and the more respectable banks endeavour for a 
month or two previous to the period when they have to make 
their returns, to increase the amount of bullion in their coffers 
by temporary loans and all manner of devices. The whole 
system is in fact bottomed on the most vicious principles. But 
it is unnecessary, after what has recently occurred, to insist 
further upon the gross and glaring defects of American bank- 
ing”— (p. 114). 

The passage from Mr. Fullarton is as follows: — 

“ Another topic which has also been much alluded to in the 
course of these discussions has been the disastrous results of the 
banking system of the United States of America ; and no topic 
certainly could well be more unfortunate for the argument of 
those who desire to substitute a more diffused use of the pre- 
cious metals in the circulation of this country in the place of 
the now existing system, which tends to the concentration of the 
reserves of gold in the hands of a single presiding body. I take it 
in the first place to be altogether a gratuitous assumption, that the 
banks of the United States contributed to the commercial dis- 
asters of that country chiefly by the excesses of their circula- 
tion, instead of the more obvious and undeniable agency of their 
unlimited facilities of credit. But no person, who has given 
any attention to the evidence respecting the state of the 
American paper circulation, will venture to affirm, that, even 
previous to the universal and spontaneous suspension of cash 
payments in May 1837, that circulation was really' and practi- 
cally convertible. The system wanted, in the first place, two 
of the indispensable conditions of perfect convertibility, namely, 
a single and properly regulated national metallic standard, and, 
secondly, a limited subsidiary currency of small money issued 
by authority. In the United States, they possess id fact no 
metallic standard whatever, or at least they possessed none pre- 
vious to their large recent coinages of gold. Almost* every 
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coin under heaven is a legal tender there, at a certain rate 
fixed by tariff; and, not very long ago, the quantity of foreign 
gold in circulation there was supposed to be as nine to one in 
proportion to the circulation of their own eagles. The effect 
was, that the bankers, when required to cash their notes, paid 
them in the coin which, for the time, was cheapest ; and parties 
requiring a supply of Spanish dollars, the very money in which 
they keep their accounts, for transmission to India or China, 
could not procure them from the banks, but had to buy them in 
the market at a premium seldom under 1 or 2 per cent., and 
which has been known to rise even to 7£ per cent. But, in 
fact, the banks of that country were, in a manner, virtually 
protected from demands for coin by the peculiar habits and 
ideas of the people. It was a point, we are told, so universally 
understood, that bankers ought not to be called upon for any 
payments in cash, which might have a tendency to cramp or 
limit their usual accommodations to the public, or might have 
any object beyond the mere convenience of fractional payments, 
that, however much a man might be in want of a sum in specie 
for exportation, he would be deterred from applying to a bank 
for the supply, from the fear of becoming a marked man in 
society. Then the wide-spread practice of issuing dollar notes, 
half-dollar notes, and even quarter-dollar notes, introduced 
another element of depreciation, somewhat similar to that which 
existed in Ireland in 1804, and which must have been still more 
pernicious in a thinly peopled country like America, where 
those small notes would so frequently be liable to be cut off 
altogether by distance from the places of their origin. To 
crown the whole, — for some time previous to the last suspen- 
sion of cash payments in America, the banks there had fallen 
into the habit of advancing to the merchants in post-notes at 
four, six, and eight months’ date ; thus adding to the small-note 
abuses of the Irish, the evils of the optional-note system of the 
oti Scotch bankers .” — ( Regulation of Currencies, pp. 184-6.) 

Loose and ambiguous as is thee language, and 
confused as is the reasoning which marks the whole 
of the speeches from which the passages I am now 
commenting upon have been taken, there is no 
part of them to me more inexplicable than their 
confident allusion to the American banks. What 
possible meaning can the persons so using the 
word convertibility attach to it ? By convertibility 
of the paper, according to the ordinary signification 
of the term, when applied to bank notes in this 
country, is meant that the holder of a prpinissory 
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note, payable on demand, (and equally indeed 
of a bill of exchange, or any other written obli- 
gation, when due,) may require payment in 
coin* of a certain weight and fineness; and in 
the event of refusal or demur, such payment is 
enforced by law against the issuer to the utmost 
extent of his property. The issuer, whether a pri- 
vate or joint stock banker, is considered to have 
failed, the circulation of his notes is at an end, and 
he is subject to the process usual in cases of insol- 
vency ; while any thing like fraud on the part of 
the banker is visited with severe penalties. 

In this country, too, the strict regularity of the 
periodical exchange and liquidation of notes among 
all the issuing banks, whether private or joint 
stock, is well known. These exchanges take place 
once a week, at least, and in all the larger towns 
as often as twice or three times in the week. This 
regulation (which is not nominal, but rigidly acted 
upon) is most important, insuring a constant reflux, 
and thus operating as a limitation of the amount 
of outstanding notes.f 

Moreover, the banks in America are under 
limited responsibility ; while in this country, with 
the exception of the Bank of England, the Bank 

* The legal tender clause, allowing Bank of England notes 
to serve as payment instead of coin, does not essentially affect 
the argument. 

f It is a fact of much importance to the present argument 
that there was no regular system of note exchanges among the 
American banks. They were in the habit of retaining each 
others notes, and deferring indefinitely the period of settlement, 
by a payment of the balance in cash. It is from this cause 
that in all American banking statistics the columns of “ Notes 
of other Banks,” and “ Claims on other solvent Banks,” assume 
so imposing an appearance. For example ; to select a case 
more than usually favourable to the system, the official Report 
of the Bank Commissioners for the State of New a York for 
1834, represents that among 76 banks, within their jurisdiction, 
this description of credits alone amounted to a seventh part, or. 
15 per cent, of the entire assets of the whole 76 establishments. 
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of Ireland, and one or two of the chartered banks 
in Scotland, the issuing bankers are liable to the 
whole extent of their property. And while, in 
the United States, notes of as low a denomina- 
tion. as a dollar, and, in some instances, down to 
quarter dollar, that is, from four shilling down to 
one shilling notes were in circulation, the lowest 
denomination allowed to circulate in England and 
Wales is five pounds. 

Now, I would ask, wherein is the similarity, as 
to any one of these particulars, between the con- 
vertibility of bank notes in this country, and the as- 
serted convertibility in America ? Could the holder 
of a bank note in the United States, at the period 
alluded to, reckon on receiving payment in a well- 
defined standard, or could he reckon on receiving 
any payment at all, on demand, from banks pro- 
fessing to be solvent, excepting in their own depre- 
ciated notes, the circulation being, as it was, main- 
tained in some parts of the Union, only by the 
notes of the failing banks passing from hand to 
hand at a discount? 

In each of the speeches I have quoted, great stress 
is laid on the legal precautions and regulations 
adopted in America to preserve convertibility ; but 
if, as is notoriously the fact, these regulations and 
precautions are, from the habits of the people, and 
the imperfect administration of the law, set at 
nought in practice, is there any resemblance to that 

The figures will be fouud at length in the New York Almanack 
for 1835,atp.212. With the aid of so many devices for securing > 
the immunities of an inconvertible issue under the guise of 
convertibility on demand, it can excite little surprise that f in'" 
seven years the number of banks in the Union was increased ■ 
very nearly threefold*, and that in the end they were over- 
taken by almost universal bankruptcy. 


* In 1830, the number of banks was 330 j in 1837, it was 
829. 
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state of things in this country ? As Mr. Goul- 
bum, with great naivete, expresses it, “ There was 
no want of convertibility enforced by law, but the 
competition of issuers defied all law." This, indeed, 
is at the bottom of the whole of it. The law was 
ineffectual against the habits of the community. 

I must confess myself amazed, when I reflect 
that persons of so much intelligence, and possessed 
of such attainments and reasoning powers as those 
whose speeches I have quoted, could bring them- 
selves to adduce the banking sytem of the United 
States as affording cases in point, illustrative of, or 
by any possible similarity applicable to, the state of 
banking in this country. Such exemplifications as 
these are really monstrous — an outrage upon all 
that 1 have ever understood as recognized rules of 
reasoning from analogy. 

It is just possible that, in the speeches I have 
quoted, “ convertibility ” may be confounded with 
“ solvency.” But here again is a difficulty. We have 
recently, under the existing law, had failures of 
issuing banks ; but can it be said that such failures 
could, even if there had been more of them, be con- 
sidered as proofs that convertibility is not a safe- 
guard for the standard ? 

Upon the confusion between convertibility and 
solvency, as also upon the convertibility of Bank of 
England notes, I have already remarked. 


Section 12 . — Summary of the Argument against 
the Theory of the Measure of 1844. 

I have now to bring to a conclusion my exami- 
nation of the arguments adduced by Sir Robert 
Peel, and his immediate followers, in support of 
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the principle of so much of the measure of 1844 
as provides for the limitation and regulation of that 
part of the business of banking which consists in 
the issues of promissory notes payable to bearer on 
demand. 

In the course of my examination of Sir Robert 
Peel’s exposition, I have endeavoured to show — 

1. That the definition of money contended for 
is not sanctioned by any admitted authority, nor 
justified by any legitimate process of reasoning. 

2. That bank notes, convertible as they are in 
this country, and forming a part of its paper credit, 
are confounded with government paper money. 

?. That, as a consequence of that confusion, the 
amount of the note circulation is assumed to be 
variable at the will of the issuers, this being con- 
trolled only by the necessity of conversion through 
the operation of an adverse exchange. 

4. That, as a further consequence, the amount of 
bank notes, in our mixed currency of paper and 
coin, is erroneously supposed to have an influence 
on prices different from that which would occur with 
a purely metallic currency. 

5. That the properties and the operation of a 
purely metallic currency are wholly mistaken in 
the exposition of the theory of the Currency prin- 
ciple. 

6. That the distinction so important in reason- 
ing, and in practical application, between currency 
and capital has been wholly overlooked in that 
theory. v 

And, finally, that the theory so sought to be 
explained ana established, as forming the grounds 
for the measure of 1844, is, in every point of view, 
erroneous, proceeding, as it does, on an ambiguous 
use of language, on unfounded assumptions of prin- 
ciples and facts, and on false analogies. 

If any of my readers should be desirous of seeing 
a more complete exposure of the defectiveness of 
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Sir Robert Peel's chain of arguments in support of 
his theory than is to be found in my examination 
of it, I would refer them to Mr. J. Wilson's work 
which I have before quoted ; and at pages 49 to 95 
they will find an elaborate, exhaustive, and admi- 
rably lucid argument in refutation of the assump- 
tions which Sir Robert Peel advances in the sup- 
port of the theory, according to which he considers 
that the paper circulationjof this country should be 
regulated. The examination by Mr. Wilson of the 
assumptions on which Sir Robert Peel has proceeded 
is thus introduced : — 

“ These principles, and the course pursued by Sir Robert 
Peel, necessarily involve the following 

“ FIVE ASSUMPTIONS. 

“First, That bank notes, though payable in coin, at the 
option of the holder, are still liable to be issued in excess, and 
are consequently subject to depreciation. 

“ Second, That convertibility is not alone a sufficient gua- 
rantee that a mixed currency of bank notes and coin shall con- 
form, in its variations, to the same laws that would regulate a 
purely metallic currency. 

“ Third . That issuers of bank notes have power to increase 
or decrease the circulation at pleasure. 

“ Fourth , That, by an expansion or contraction of the issues 
of bank notes at pleasure, the prices of commodities can be in- 
creased or diminished ; and, 

“ Fifth, That, by such increase or diminution of prices, the 
foreign exchanges will be corrected, and an undue influx or 
efllux of bullion,' as the case may be, will be arrested. 

“ We think it will be admitted that these five propositions 
fairly represent the principles involved in Sir Robert Peel's 
measure, and maintained by those who advocate and support it. 
In the face of such an array of personal weight and authority, 
including the most expert and practised politicians of all 
parties, and men the most accomplished in economical science, 
it has not been without the most careful and diligent process of 
investigation and reflection that we have arrived at a conclu- 
sion that these propositions, which at first sight startle any 
thinking mind, as involving principles contradictory to those 
generally received as regulating ordinary mercantile pursuits, 
are not only not true and supportable by fact, but are, in 6 very 
instance, nearly the reverse of truth” 

Q* 


VOL. iv 
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I cannot easily imagine that any person (not a 
professed adherent of the currency theory, whose 
bundle of opinions is made up, for of such there is 
no hope,) can rise from a careful perusal of Mr. 
Wilson’s searching examination of these five as- 
sumptions without coming to the conclusion that 
the vaunted principles of the measure are entirely 
destitute of any foundation in fact or reasoning. 


Section 13. — On the former Monetary Crises , 
asserted by Sir Robert Peel to prove the danger of 
over-issue of Convertible Notes. 

Having concluded the examination of the theory 
on which Sir Robert Peel founded his measure, 
we have now to examine his statement of the 
reasons by which he was induced to put aside the 
entire system of banking, according to which the 
note circulation had been administered prior to 
1844. 

Towards the conclusion of his speech of 20th 
May, 1844, after assuming that he had made good 
all the links of his argument, he appeals to the 
experience of the twenty years preceding, as prov- 
ing the necessity of interference by the legislature 
to restrict the amount of the Bank note circulation. 

“ Let us,” he says, “ review the several periods recurring 
within the last twenty years, when there has been a derange- 
ment in the monetary affairs of the country, — when, in order 
to maintain the convertibility into gold, there has been the ne- 
cessity for a sudden contraction of issues. There have been^ I 
think, four such periods, — in 1825, in 1832, in 1835-36, tfnd 
in 1838-39. Now we all adhere, or profess to adhere, to the 
principles of a metallic standard, and convertibility of paper on 
demand $ but it is said we have not sufficient grounds- for inter- 
ference with the existing system. Why, what warnings have we 
had during the last twenty years ? (Hear, hear.) What we say is, 
that there have been in this country four great monetary crises. 
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These crises took place in the years 1825, 1832, 1837, and 1839. 
In each it is proved* that there was an over-issue of country 
bank-paper ; thus establishing the principle for which I am con- 
tending. But, says an honourable member, ‘ the Bank of Eng- 
land will have the power of saving itself.’ The Bank may 
support the convertibility of its own notes, but at a great sacri- 
fice. This is a result which I am anxious to avoid.” 

He then proceeds to notice the excessive issues 
in three of those years ; in the two last, however, of 
which only are the actual issues known. 

The question of the alleged excess of country 
issues has already been disposed of. 

My purpose in referring to this passage of Sir 
Robert Peel’s speech is, to show how loose is the 
statement of facts in this as in other instances 
which he has brought forward in support of his 
arguments. He here includes 1832, as one of the 
four periods when there has been a derangement in 
the monetary atfairs of the country. This might 
at first be supposed to be a casual error; and, 
being an important one, he might be expected to 
have discovered and corrected it in a subsequent 
speech. So far from this, however, he repeats, 
with full emphasis, in his speech on the 13th of 
June, 1844, the same statement, including the year 
1832. 

I shall have something to say on each of the 
other three periods; but just now I confine myself 
to the year 1832. As regards that year, then, it 
so happens, and proof in abundance may be ad- 
duced of the fact, that there was not the slight- 
est approach to any thing like what, by the utmost 
licence of exaggeration (so strongly marking the 
whole of the statements in the speeches of 
Sir Robert Peel on this occasion), can be called 

* There is no authentic proof of the amount of the country 
issues in 1825 — nothing but conjectural estimates. And ns to 
1832, there is no statement, that I hare seen, .conjectural or 
otherwise. 
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monetary derangement. Nor had there been any 
during the two preceding years in which the drain 
referred to was taking place. The early part of 
the drain was coincident with, if not in some 
measure caused by, the French and Belgian revo- 
lutions. Our political affairs, both foreign and 
internal, were in a very disturbed state ; the funds 
had fallen very considerably ; and there were also 
large importations of foreign corn. But notwith- 
standing this combination of untoward circum- 
stances, there was no disturbance whatever of 
banking or mercantile credit. There was not the 
slightest derangement of monetary affairs — not the 
vestige of a commercial crisis. The statement of 
Sir Robert Peel therefore, including the year 1832 
as one of those iparked by monetary crisis, is in 
every sense of the word incorrect, or as nearly as 
possible the reverse of the actual state of facts. 

Much, however, as this instance of incorrect- 
ness is calculated to damage his statement, I 
should not dwell further upon it, were it not that 
the circumstances of 1832 seem to form the cheval 
de bataiUe of the currency theory. Mr. Loyd, 
both in his evidence in 1840 (Ques. 2712 and 
2713,) and in his -writings, (and if I recollect 
rightly, Mr. Norman likewise,) has instanced the 
drain ending in the year 1832 as one in which 
by early and steady contraction of the circulation on 
the part of the Bank a crisis was actually averted. 
In his latest publication*, soon after the bill of 
1844 had passed, Mr. Loyd observes upon the fact 
that in the case of the drain ending in 1832, “ a 
decrease of bullion had been accompanied by a de- 
crease of circulation corresponding steadily with the' 
bullion in its progress .” But the simple facts so 
stated would not iiave made much for the currency 
theory, because they amounted only to coincidence, 

* Thoughts on the Separation of the Departments of the 
Bank of England. 1844. 
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without necessarily or obviously leading to an in- 
ference of the relation of cause and effect. In 
order therefore to make the case subservient to the 
theory, Mr. Loyd proceeds to observe — 

“ Enough has been stated to establish this very remarkable 
fact — 

“ That in three out of the four occasions on which the bul- 
lion has sustained a very heavy drain since the resumption of 
cash payments in 1819, the paper circulation has been increased 
rather than diminished ; and these have all terminated in severe 
pressure upon credit and trade; viz. in 1825, 1837, 1839, whilst 
in the remaining case the drain was met from the commence- 
ment by a corresponding decrease of paper circulation, and this 
passed off without discredit or distrust of any kind” 

The words in italics are so in the original, with 
the exception of the word met , which I have so 
marked. In Mr. Loyd’s evidence, the expression 
is, “the fourth drain, namely, that from 1830 to 
1832, was met by a contraction on the part of the 
Bank of England.” Of this the meaning clearly 
is, that the Bank took measures designedly (for if 
it did not mean this, it could not mean any thing 
to the purpose) out of the ordinary course of its 
routine, to contract, or, as the word implies, forcibly 
reduce its circulation. This it could only do by 
restricting accommodation in the way of loans ana 
discounts, or by forced sales of securities. It is quite 
clear, however, by Mr. Palmer’s evidence in 1840, 
that the Bank did neither, — was perfectly passive . 
And yet in 1844, Mr. Loyd recurs to the same illus- 
tration. And what is perhaps still more extra- 
ordinary, Sir Charles Wood, in his speech of the 
20th May, 1844, after quoting Mr. Loyd’s evidence 
as to the drain of 1832 having been “ met ” by a 
contraction of the circulation, adds, “ I really do not 
see how proof in a matter of this kind can be 
pressed further.” And this, after having heard, 
and of course having occasion, as Chairman of the 
Committee on Banks of Issue in 1840, to .weigh, 
Mr. Palmer’s evidence ! 
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The inconsistency of the impression intended to 
be conveyed by Mr. Loyd’s statement with the 
facts of the case is placed in a striking point of 
view by Mr. Fullarton : — 

“ I do not find in the publication of a second edition of Mr. 
Loyd’s ‘ Thoughts on the Separation of the Bank of England 
into two departments ’ any addition of importance to his former 
arguments. I am glad, however, to take the opportunity of 
adverting to one of Mr. Loyd’s statements, which, from the ma- 
nifest contradiction between its premises and its conclusions, I 
bad always looked upon as carrying with it its own refutation, 
but which, from the favourable manner in which it has been 
noticed within these few days by an eminent and influential 
journal, would seem to be, neverthelees, calculated to produce 
some impression on the public mind. Mr. Loyd has thought fit, 
both in his pamphlet and in his evidence before the Committee 
of 1840, to contrast the history of the drain of bullion which 
the Bank sustained between May 1830 and May 1832, and the 
drains of 1825, 1833-7, and 1838-9, and to ascribe the facility 
with which the first-mentioned drain was brought to a termina- 
tion, without any commercial distress or discredit, to its having 
been € met 9 on that occasion by a contraction of the Bank’s cir- 
culation ; whereas, in the other three cases, he says ‘ the paper 
circulation was rather increased than diminished.’ Now it 
cannot, I presume, be unknown to Mr Loyd, that the drains of 
1825, 1833-7, and 1838-9, were drains originating in commer- 
cial causes, whereas the demand for gold in 1830-2 was a de- 
mand from panic. It commenced in 1830 from abroad, in con- 
sequence of the political convulsions and worse forebodings on 
the Continent inducing merchants to countermand their orders 
and give money a preference to goods ; and this was followed 
by an internal demand, originating in a like political discredit 
in this country, the result of the agitation produced by the Re- 
form Bill, and which did not reach its acme till the spring of 
1832, after the foreign exchange had not only been completely 
restored, but gold was flowing back again in large quantities. 
This drain was unpreceded and unaccompanied by any com- 
mercial excitement, by any speculation or rise of prices. On 
the contrary, the unexampled dulness of trade and stagnation 
of industry were the universal theme of complaint among mer- 
chants. The gold was withdrawn from the Bank, not to be ' 
launched out in foreign purchases, but to be locked up or 
buried in the earth. If no over* trading, then, nor undue aug- 
mentation of prices existed, how was it to be expected that 
there should have been any general embarrassment or distress 
from their recoil ? If, by saying that this drain was * met by 
a contraction of the currency,’ it be meant to imply that the 
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Bank, on the occasion in question, adopted any positive mea- 
sure of resistance at variance with its practice in the other 
three cases on which Mr. Loyd animadverts, the assertion is 
wholly unwarranted. The Bank was entirely passive on tho 
occasion ; and, if it did not re-issue all the notes which were 
sent in for gold, it was simply because the public did not call 
for them, because the very same circumstances, which at this 
time had been spreading distrust of all existing institutions, and 
inclined men to convert their property into specie, had also 
been paralysing trade, and restricting the frequency of trans- 
actions requiring the aid of specie. The Bank continued, 
throughout the whole crisis, to discount as freely as usual all the 
good bills which were brought to it for discount ; and we have 
the express assurance of the Governor, Mr. Horsley Palmer, 
that, ‘ for eighteen months or two years previous to 1832, the 
Court had taken no measures for contracting the circulation.’ 
[See Report of the Committee of 1832 on the Bank of England, 
p. 22.] Whatever difference of opinion there may exist as to 
the proper method of treating a drain of specie, so long as there 
may be the least colour for attributing it to a depreciation of 
the circulating medium from excessive issue, I am not aware 
that any one has ever presumed to contend, that a run for gold, 
caused by internal panic or distrust, would be likely to be 
stopped by the Bank suspending its discounts. And, while I 
quite agree with Mr. Loyd, that the circumstances connected 
with the crisis of 1832 furnish a most instructive lesson as to 
the right method of treating drains of the precious metals, I am 
bound to say, that the lesson which I draw from them is nearly 
the reverse of that inculcated by Mr. Loyd. I value it not, 
certainly, for any testimony which it affords of the advantage 
of meeting every drain of gold indiscriminately with a contrac- 
tion of the Bank’s issues, for it presents us with nothing to 
which I can consider the term ‘contraction* applicable at all; 
but I value it as demonstrating, with how little shock to the 
even tenor of affairs a great crisis of this kind may, under cer- 
tain circumstances, be surmounted, by the simple abstinence of 
the Bank from any officious or violent interference, or any at- 
tempt to withdraw its issues from the control of the public de- 
mand, and for the striking contrast whfch it suggests to our 
apprehensions, of the very different results which might have 
followed, had the Bank on this occasion administered its issues 
according to the principles advocated by Mr. Loyd.” — (. Regu - 
lotion of Currencies , p. 184-186.) 

But whatever may be said or thought of the 
strange use made by Mr. Loyd, in the service of 
the currency theory, of the simple fact that in the 
drain of 1 830-32, a larger proportion- than usual 
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of the demand fell (in consequence of the peculiar 
state of public feeling connected with the Reform 
agitation) * upon the note circulation, it is quite 
clear that Sir Robert Peel could have had no 
accurate knowledge of tbe state of commerce and 
credit in 1832, when he characterised it, with re- 
iteration, as a period of monetary derangement. 

As to 1836-7, it may be allowed to be designated 
as a period of monetary derangement; although 
it was but partially so. Sir Robert Peel seems to 
have known very little about it, and to have satis- 

* Of the extent to which this feeling operated in a drain upon 
the Bank for gold, in exchange for notes, the following account 
is given among many agreeably told anecdotes by Mr. Francis, 
in his History of the Bank of England : — 

44 In 1832 occurred the last run upon the bullion of the Bank, 
occasioned by political causes. On every wall throughout the 
metropolis the significant words, 4 Stop the Duke ! ' 4 Go for 

gold!’ were boldly placarded. For a week the corporation sus- 
tained a run upon its specie, which was reduced to 4,919,000/. 
In one day 307,000/. were paid. It soon became very question- 
able whether the run for gold would not drain every banker in 
the kingdom. That the demand was political was proved from 
the trifling nature of the applications from the country bankers. 
4 1 never saw the hall of the Bank/ said Mr. Richards, in his 
evidence in 1832, 4 except in 1825, so crowded with applicants 
tendering their notes. They had not in general the appearance 
of being people from the country/ One person, who had money 
with Jones, Loyd, and Co. to the amount of 20,000/., drew it 
out from them in the form of notes, and then went to the Bank 
and demanded gold. The London bankers found that the claims 
extended to their establishments. Several refused to pay in 
gold ; but on giving notes, said, 4 You may go and get gold for 
them at the Bank/ The stockholders took alarm, sold their 
government securities, and demanded specie in return. The 
funds were low ; and when the panic had subsided, and confi- 
dence reappeared, the same persons brought back their sove- 
reigns, and repurchased their stock at a heavy loss. It is im- 
possible to say how far the panic would have spread had the 
one pound notes been in existence . But it is far from improba- 
ble, that out of the extensive organisation that then existed, 
some deeply-rooted scheme for a simultaneous demand might 
have arisen, and produced consequences as unforeseen as terri- 
ble. As it was, 1,500,000/. were paid in a few days, but no 
further evil occurred to the Bank of England/’ 
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fied himself with the easy process of the currency 
theory, that of looking only at the amount of the 
note circulation ; and if this did not vary with the 
variations in the amount of bullion in the Bank of 
England, and still more, if it happened to vary in 
an opposite direction, setting it down as a sufficient 
cause of the crisis. I have in a former part of 
this work (Yol. II. p. 274.) entered into a full ex- 
planation of the circumstances relating to the 
monetary derangement of that period ; I therefore 
refer the reader to it; and I have no doubt that 
he will there find abundant proof that the amount 
of Bank notes in circulation had nothing to do 
with it. Both the Bank of England and the 
country banks were injudicious and indiscreet in 
their advances in 1835, and the early part of 1 836 ; 
but of the excess of these advances the amount of 
Bank notes outstanding formed no indication. 

But although I am willing to allow that 1836-7 
may be considered as a period of monetary derange- 
ment, I cannot consider it as coming within the 
category of memorable commercial crises. It was 
confined in a great measure to two branches of 
trade, the American and East Indian, including 
China. The trade with the Baltic, and with the con- 
tinent of Europe generally, was perfectly undis- 
turbed, both in prices and in credit. The Bank 
raised its rate of discount to 5 per cent., and laid 
some restriction upon the bills of the American 
houses, who were notoriously overtrading. But 
for purposes of trade, generally, there was no want 
of accommodation ; and the utmost rate that was 
heard of was 6 and 7 per cent, for fair Commercial 
bills of moderate length. And, with the exception 
above mentioned, there was no depression in the 
prices of produce. 

Even Mr. Norman seems to have attached little 
importance to the derangement of 1836. 
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“ The crisis,” he says, “ of 1836, was more partial than any 
that had preceded it ; indeed it presented but little more 
derangement than might be expected to occur every five 
or six years, excepting what the opening of the trade with 
China, and our relations with America, will fully explain." — 
( Remarks upon some prevalent Errors with respect to Cur- 
rency and Banking : 1838, p. 74.) 

Granting, however, to the utmost extent claimed, 
that 1836-7 was a period of crisis, what are we to 
say to 1839, which is brought forward as a period 
of monetary derangement?* Why, surely, that there 
was never a greater misnomer. If Sir Robert Peel 
would give a definition of what he considers a 
crisis or monetary derangement, and the definition 
should be such as to bring fairly within its compass 
such a period as 1839, then I should say that we 
ought to amend our commercial vocabulary ; and 
invent some other name to designate such a state of 
things as occurred in 1825 and in 1847. By common 
acceptation, monetary derangement supposes a fall 
of prices, commercial failures, and discredit. Now 
none of these happened in the year 1839. Markets 
for produce were remarkably firm ; there were no 
forced sales for money to meet engagements ; there 
was not a single failure of a commercial or bank- 
ing firm of any eminence; nor was there any 
difficulty of getting accommodation by the Bank 
at 5 and eventually 6 per cent, for bills at ninety- 
five days’ date, and in the discount market at a 
little higher rate for longer dated bills. The whole 
of the phenomena of that year are resolvable into 
a moderately increased rate of interest during a 
very short interval, and an uneasiness in the minds 
of the public at the unsafe position in which the 
Bank had, by want of foresight, suffered itself -to 
be placed. 

From this array, then, of four crises, we must 

* Mr. Loyd employs the term convulsion, as applied to 1837 
and 1839 ! 
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wholly strike out two. The third is hardly worth 
mentioning. There remains but one — the solitary 
case of 1825, till we come to that of 1847, which I 
shall have occasion to notice more distinctly here- 
after. In the mean while I would observe, that 
there are only two other cases in the last sixty years 
that come within the same category as 1825 and 
1847. They occurred in the years 1792-3 and 
1810-11. In each of those instances the degree 
and extent of commercial distress and discredit 
are matter of historical record.* They are not 
susceptible of exaggeration. In two of these cases 
the crisis was so urgent as to induce the interfer- 
ence of Government to mitigate it by the issue of 
exchequer bills. In 1825-6, the Government, 
though it declined giving the aid of exchequer 
bills, prevailed on the Bank of England, against 
its rules and inclination, to make advances on 
goods in warehouses. 

It is to be observed of these great occasional 
derangements of credit, which all resolve themselves 
into a previous abuse of credit, that no two of the in- 
stances are exactly alike. In the general features 
of overtrading, or overbanking, or both, they cannot 
but agree, because one or other, or both, involving 
transactions on credit, invariably precede the revul- 
sion, which consists in a contraction or failure of 
credit. The circumstances which give rise to the 
disposition to overtrading and overbanking may 
vary infinitely ; but, generally speaking, supposing 
the existence of motives to speculation and hazard- 
ous enterprize, there is one condition which seems 
most highly favourable, if not essential, to the de- 
velopment of them into extensive operation, and 
that is a low rate of interest of some continuance. 


* Of the crisis of 1792-3 a description will be found .in the 
Appendix. Of that of 1810-11, 1 hare given a full account in 
VoL L pp. 303 — 9. 
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Thus in 1792, although the Bank rate of discount 
had not been reduced below 5 per cent., the market 
rate had fallen to, or below, 3 per cent, per annum ; 
and the 3 per cent, consols had reached 97^ in the 
March of that year. This comparatively low rate 
of interest had been, in some degree, both a cause 
and an effect of the great extension of the country 
bank system which about that time took place. 
And in their competition for business, there 
could be no doubt, after the event, that their 
advances had been too large, and had been made 
on insufficient or inconvertible securities. Co- 
incidently with this growth of banks and banking 
accommodation, there were several circumstances, 
both commercial and political, calculated to excite 
a spirit of mercantile enterprize. And it is ob- 
served, in contemporary accounts, that the low rate 
of interest and the high price of the public funds 
in this country had forced capital abroad in the 
shape of extended credits to foreign merchants, 
and of occasional investments in foreign govern- 
ment funds. 

But the excitement, and the tendency to over- 
banking and overtrading, at that time, were not 
confined to this country. There was a vast chain 
of bill circulation extending over several of the 
principal trading towns of the continent of Eu- 
rope, including London in the circle. One of the 
earliest instances of the giving way of the links in 
that chain of circulation, was the failure of the firm 
of Burton, Forbes, and Gregory, of London, who 
gave open credits to foreign houses. Several houses 
at Amsterdam formed part in that extensive circu- 
lation, and failed in the autumn of 1792, or early 
in the following year. In this country the number 
of failures, banking and mercantile, at that time, 
greatly surpassed those of any former period; and 
taking into consideration the relative magnitude of 
the trade, and the pecuniary transactions of the 



CONVERTIBIMTY AND OVEB-ISSUE. 273 

country, at the two periods, it would seem that the 
monetary derangement or crisis (either of which 
terms applies to the case of 1792-3) was little, 
if at all, inferior in intensity to that of 1825. 
The circumstances connected with the pressure of 
1792-3 are so important and instructive that I 
have thought it desirable to insert in the Appendix 
extracts from the Report of the Select Committee, 
(House of Commons) on Commercial Credit in the 
session of 1793, and also from Macpherson’s Annals 
of Commerce, descriptive of them. 

The commercial distress and banking discredit 
of 1810-11 nearly equalled, in point of intensity, 
those of 1792 and 1825 ; and the losses caused 
by the fall of prices in 1810 were, I am inclined 
to think, greater than they had been at any former 
period. In the still more violent fluctuation of 
prices which took place between 1812 and the close 
of 1815, it is possible that the losses were greater; 
but there was not then any such sudden and ex- 
tensive revulsion of credit, and commercial dis- 
tress, as occurred in 1810-11. The spirit of 
enterprize and speculation which prevailed in 1808, 
and which led to this revulsion, had not been pre- 
ceded, as in the other cases to which I have com- 
pared it, by a continuous low rate of interest. 
Jlut it was a period in which banking accommo- 
dation was easy at about 5 per cent. The political 
events of the time, and the commercial contin- 
gencies depending upon them, were such as led 
irresistibly to the most sanguine speculations. These, 
and the reverses which attended them, I have else- 
Avherc described. My reference to this period is 
chiefly for the purpose of observing that the revul- 
sion by which it was marked had not been pre- 
ceded by a low rate of interest, as was the case 
in 1792 and 1825; yet it is to be borne irt ipind, 
as I have before stated, that the speculatmns ending- 
in the revulsion of 1810 had mostly their origin 
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in 1808, when the circulation was relatively low, 
and the exchanges and the price of gold very near 
their par. 

A careful reference to the great monetary de- 
rangements, or commercial crises, of 1792-3 and 
1810-11, will show how imperfect was the know- 
ledge, or how great the disposition to exaggerate, 
which could lead Sir Robert Peel to enumerate 
among his four instances of crises, such periods as 
those of 1832, 1836-7, and 1839, when in truth 
there was only one of the four, namely, 1825, which 
could come fairly within that category, unless a 
name altogether new be given to designate such a 
state of things as occurred in 1825 and 1847. 

Of the crisis or monetary derangement of 1825, 
the circumstances which led to it, and its termina- 
tion, I have given an account at some length in a 
former part of this work (Yol. II. pp. 141 — 189.) ; 
and I shall have occasion, when noticing the work- 
ing of the act of 1844, to institute a comparison be- 
tween the crisis of 1847 and that of 1825. In the 
mean time, before closing my review of Sir Robert 
Peel’s exposition of the grounds for the measure of 
1844, 1 have to notice the further proofs which he 
adduced of the necessity for restricting the circula- 
tion of banks of issue, by reference to the failures 
of country banks. 


Section 14. — On Sir Robert Peel's Statement 
relative to Bankrupt Banks. 

Sir Robert Peel having, as he seems to have 
thought, established his position of the Jour mone- 
tary derangements or crises within twenty years, 
and having made a passing remark on the number 
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of failures of country banks in the years 1814, 
1815, and 1816, proceeded to observe: — 

“ With regard to the last few years, a return has 
recently been laid before the House. I hold in 
my hand a return of the number of private banks 
which became bankrupt in the years 1839, 1840, 
1841, 1842, 1843, with the amount of dividends 
paid, so far as they can be ascertained.” He 
then exhibited a tabular statement of eighty-two 
banks which had become bankrupt in those years ; 
and he added, “ in ten of the cases the amount 
of the assets; in others, the causes of failure were 
stated.” Of these he gave some descriptive parti- 
culars ; but in one instance, only, does his state- 
ment notice the amount of the note circulation ; and 
in that single case it was 5,590/. Upon this very 
objectionable statement, Mr. C. Buller justly ob- 
served, — 

“ As to the appalling picture which had been presented by the 
Right Honourable Baronet of eighty-one banks insolvent in five 
years, the return given of them showed only twenty-nine had 
been banks of issue ; but no information had been given of the 
amount of notes issued ; the rest of the number must either have 
been made up of London bankers (whose failure could not have 
resulted from issues, because they issued not at all), or, of those 
who, having failed in speculation, had been published as bankers, 
simply because they had held shares in joint stock banks. Such, 
at least, was the prevailing impression.” 

It was afterwards admitted that six, out of the 
number in this statement, were only persons who 
had held shares in joint stock banks. And of the 
twenty-nine that were issuing banks, only a single 
instance is given, and that as having notes in circu- 
lation, amounting to less than 5,600/. The prime 
minister would surely have had no difficulty in ob- 
taining returns of the circulation of the remaining 
twenty-eight. If the aggregate, or separate, amount 
had been exhibited, I feel very confident that it 
would not have borne out the impression intended to 
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be conveyed. In this statement, as in the whole dis- 
cussion, Sir Robert Peel seemed studious to blend 
the question of solvency of banks, with that of their 
possession, and alleged abuse, of the power of issue; 
two questions involving considerations so perfectly 
distinct, with reference to any legislative regulation 
applicable to them, that it is surprising how any 
person of common understanding could so con- 
found them. He must either have had very con- 
fused notions on the subject, or have desired that 
the distinction should not be examined by those 
whom he was addressing. 

I do not for a moment question the purity of the 
motives by which Sir Robert Peel was actuated, or 
believe that he had any other objects than the public 
interest and his own fame, in bringing forward this 
measure. But why, then, adopt a course of argu- 
ment which so openly exposes him to the charge of 
confusion of ideas, or of disingenuousness ? To the 
former charge he can hardly be thought liable, con- 
sidering how capable he has, on various occasions, 
shown himself of lucid and luminous exposition, 
when he has to deal with a good case, of which he 
has made himself master. And it is still more diffi- 
cult to entertain the latter charge, admitting, as I 
most fully do, the purity of his motives. The only 
way in which I can account for the difficulty is this : 
he appears to have suffered himself to be so capti- 
vated by the subtle reasoning of Colonel Torrens, as 
well as by the specious arguments adduced with so 
much eloquence by Mr. Loyd, and with so much 
earnestness by Mr. Norman, in favour of the cur- 
rency principle, as to have become a warm proselyte 
of the school, and to have determined, with the 
sectarian zeal of a neophyte, to carry its doctrines 
into practice. But he does not seem to have made 
himself sufficiently master of these doctrines to 
expound them clearly. Nor is it, indeed, to be 
wondered at, that, amidst his pressing avocations, 
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he had not time or attention to devote to the study 
requisite for attaining a comprehensive and accu- 
rate knowledge of the subject he was dealing with. 

Accordingly, nothing can be more unsatis- 
factory, (as was well observed by the Times ,) 
than his exposition of the principles on which he 
proposed to restrict the amount of the note circu- 
lation ; nor more evident than that he must have had 
some misgivings as to the weak points in his. argu- 
ment. He seems to have endeavoured to make up 
for the defect by declaiming upon the evils of the 
banking system, as it had theretofore existed ; and 
here, by way of showing the necessity of restraining 
the competition of banks of issue , he adds to the 
failures of twenty-nine issuing bankers a .statement 
of jijty -three non-issuing bankers , six of these being 
admitted to be only shareholders in joint stock 
banks.* 

* A writer in the Bankers' Magazine for March, 1847, has been 
at the pains of examining the files of the Gazette for the years 
included by Sir Robert Peel in his statement to the House, viz., 
1839-1843, both inclusive. The result of this scrutiny differs 
most materially from the figures produced by Sir Robert Peel ; 
and it is proper to add that the writer quotes at length the name, 
date, and description, of every one of tjie fiats, upon an enumer- 
ation of which his general conclusion is founded. The following 
is the form in which that conclusion is expressed : — 


Private banks of issue — bankrupt, 1 839 - 1 843 - 27 

Ditto • non- issue, ditto • 8 

Total of bona fide, “ Bankers” - - 35 

Duplicates of private bank fiats - - - 2 

Fiats issued against persons merely shareholders in 

joint stock banks ----- 34 — 

36 

Total 71 


The circumstance here stated, that one half of the fiats were 
against persons who habitually had no connexion whatever with 
the profession of banking, very much diminishes, if it does not* 
wholly take away the force of Sir Robert Peel’s statement. 

AS 
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Lord Stanley, a few years ago, in a debate on a 
strongly contested railway bill (the Trent Yalley, if 
I recollect rightly), observed, in answer to Sir 
Robert Peel, to whom, although then united with 
him in party, he was on that occasion opposed, 
that no one knew so well as the Right Honourable 
Baronet how to dress up a case for that House * 
Now a case more palpably dressed up for that 
House cannot well be imagined. It was so far skil- 
fully contrived, by blending convertibility with 
solvency, that however defective in argument, it 
\yas admirably adapted to the assembly he was ad- 
dressing. Never was adroitness in parliamentary 
tactics more conspicuous, nor was there ever an 
appeal more successful than that which he made to 
the prejudices prevailing, in parliament and out of 
it, against excessive issues , and the consequent de- 
preciation of Bank notes strictly convertible into 
coin. Accordingly, nothing could be more trium- 
phant than the manner in which the measure, 
founded upon such reasoning, and such illustration 
as we have seen, was passed in parliament, and 
hailed by the public. 

Mr. Hawes moved, in opposition to the second 
reading, “ That no sufficient evidence has been laid 
before this House to justify the proposed interference 
with banks of issue in the management of their 
circulation.”! 

• I am not sure of the exact words, because I cannot lay my 
hand on the volume of Hansard in which the debate is reported, 
but I have every reason to believe that the point of the remark 
is here correctly stated. 

j The speech by which Mr. Hawes prefaced his motion showed^ 
accurate and extensive knowledge of the subject ; and it Was 
assuredly not adequately answered. When I say this, it may be 
objected to me that the opinions then expressed by Mr. Hawes 
agree in the main with mine, and that I, therefore, judge partially. 
I should be quite willing, however, to refer on this point to the 
judgment of any one who takes a sufficient interest in the sub- 
ject, and whose bundle of opinions, consisting of the tenets of 
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This motion, worded, as I think, lost correctly, 
was negatived by 185 to 30 ; and of this small mi- 
nority there were only four members, — Mr. Hawes, 
the mover, Mr. Hastie, the seconder, Mr. C. Buller 
and Mr. Gisborne, who were adherents to the prin- 
ciple of a metallic standard, and who, consistently 
with that adhesion, declared themselves opposed to 
the bill in all that related to the amount of the 
circulation, that is, to the whole principle of the 
bill; the rest of it being mere matter of regu- 
lation, not affecting the principle. Nearly all of 
the minority, excepting the four above mentioned, 

either the currency principle or the Birmingham School, is not 
already made up, to say, after being at the trouble, aS I have 
recently been, of looking over the speeches in that debate, 
whether anything like an answer was given to Mr. Hawes’s ob- 
jections to the bill. Mr. Goulburn, as Chancellor of the Ex- 
chequer, was foremost in reply ; and I have given specimens of 
the knowledge he displayed on two of the points he made ; the 
rest of his speech being well represented by those samples. 
Sir Robert Peel seemed to think it quite sufficient to taunt Mr. 
Hawes with the heresy of denying the depreciation of bank 
notes during the restriction. Mr. Hawes, however, in his ac- 
ceptation of the term depreciation, lias the sanction of authori- 
ties so high as Mr. Blake * and the late Mr. James D. Hume. 
These have due regard to the prices of commodities ; but they 
also allow for the peculiar circumstances of the time ; and they 
give due weight to the fact that the fluctuations in the amount 
of the circulation and the concurrent variations of prices m no 
instance afforded ground for a fair inference thac the latter were 
the effects of the former. In that point of view, they have a 
specious ground of argument for asserting that there was no 
depreciation, in the ordinary sense of the term ; and I perfectly 
understand them. At the same time I have always used, and 
still adhere to the use of, the term depreoiation, to signify the 
difference at that period between paper and gold. If the pro- 
mise to pay is not performed according to the terms of it, ] 
hold it to be depreciated in the exact degree in which it falls 
short of the value of the specific thing promised. 


Observations on the Effects produced by the Expenditure 
of Government during the Restriction of Casji Payments,* by 
Wm. Blake, Esq. F.R.S. 1823. 
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whose objections, however forcibly urged, seemed 
to have been utterly disregarded^ were considered 
to be either adverse, or of duobtful adhesion, to 
the act of 1819. Mr. Hume objected to some 
of the provisions of the bill, but voted for the 
second reading. 

In the House of Lords the bill passed without 
a division, and almost without the form even of 
a debate. Lord Ashburton was, if I recollect 
rightly, the only peer who objected to the prin- 
ciple of the bill. So that it may be said to have 
been carried, as nearly as might be, unanimously, 
by those who approved of the principle of con- 
vertibility. By the public generally, by the press, 
and even by merchants and bankers, with the 
exception of some hardly audible expression of 
misgiving, the act of 1844 was hailed as esta- 
blishing the currency on a sound and solid footing ; 
which would not only preserve the convertibility of 
bank notes beyond all possibility of danger, but 
would prevent all those derangements and revul- 
sions which were ascribed to the mismanagement 
of the circulation by banks of issue: the charge 
against the management being that the amount of 
their outstanding notes did not vary as it ought, 
and as it thenceforth would be made to do, with 
the variations in the amount of bullion in the Bank. 
So much for the state of public information on the 
question at that time ! 
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Section 15. — On the Anticipations respecting the 

Success of the Act of 1844, as expressed by its 

Advocates and Opponents. 

If I have succeeded in my endeavours to show 
that the theory on which the Act of 1844 has 
been made to rest, is incorrect, and that the state- 
ments brought forward to prove the tendency to 
excessive issues by the country banks, do not bear 
out the conclusion sought to be established, the 
natural presumption is, that a measure founded 
on such mistaken views could not answer the ex- 
pectations held out by the framers of it. And such 
is the fact. 

The advantages which, by the framers of the 
Act, and by the prOpounders of the theory on 
which that Act was founded, were held out as 
being likely to ' be the result of the change thus 
introduced into the banking system of this country 
may be collected from the following extracts. 

The subjoined passages are from the pamphlet 
published by Mr. Loyd, immediately after the 
passing of the Bill in 1 844. 

“ The consequence of this system (the system previous to 
1844) has been an abrupt and violent action upon credit and 
prices at an. advanced period of the drain, and the ’ultimate evil, 
exhaustion of the bullion, obviated, not without great, difficulty, 
and at the expense of severe pressure upon the public. The 
bill now under consideration proposes to substitute a system of 
early, steady, and continuous contraction, in the place of that 
which has been late in its commencement, sudden and violent in 
its operation, and irregularly carried out. By this means 
it seems almost a matter of demonstration that the occurrc ice 
of many circumstances by which the intensity and extent of 
former drains have been increased will be prevented, and that 
the correction of those causes of drain which cannot be altogether 
obviated, will be brought into operation in an earlier stage of the 
drain, and will, therefore, be effected with less contraction of the 
circulation , and, consequently, with le** iiwmivcni^nce to. the 
public. (Thoughts, &c., 1844, p. 8.) 
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“ It is now proposed to adopt a different course. The diffi- 
culty is henceforth to be met at the very moment of its com- 
mencement, and the corrective measures, founded upon intel- 
ligible and well ascertained principles, are to be applied, without 
interruption, until the evil has been subdued. Contraction of 
Circulation is to be made precisely coincident , as regards both 
time and amount , with diminution of the bullion ; and thus it is 
conceived that the danger of total exhaustion, which could not 
befal a metallic circulation, will be rendered equally impossible 
with respect to a mixed circulation of gold and paper. The result 
remains to be ascertained ; but all reasoning confirms the sound- 
ness of the grounds upon which this experiment is founded, and 
justifies a sanguine expectation that by a close and steady adhe- 
rence to principle, the safety of our monetary system will be 
more effectually secured. Whatever may be the inconvenience 
to the public involved in the measures necessary for this purpose, 
it would be unwise in the extreme not to submit to it. There 
is fair ground, however, to anticipate that many adventitious 
difficulties, which have arisen out of the working of the present 
system, will be obviated, and that the essential object of the bill 
will be accomplished without subjecting the public to any 
increase of the inconveniences which they have hitherto expe- 
rienced during a drain of bullion.” — (Ibid. p. 12.) 

Colonel Torrens ventured to speak in terms still 
more confident, and specifically prophetic. A few 
examples will suffice. 

“ Under the proposed system for the regulation of the cur- 
rency, an adverse exchange, originating in the currency itself, 
will be a rare occurrence, and any considerable or permanent 
deviation from the par-of-exchange equilibrium an impossible 
event. Practically considered , fluctuations in the rate of in- 
terest and in the state of commercial credit , so far as they can 
result from alterations in the value of the currency , may, under 
the operation of the proposed system, be taken at nihil.” — 
(An Inquiry, &c., 1844, p. 97.) 

“ I believe that it will fully accomplish this object (i. e., the 
perfect assimilation of our currency to the metallic model), and 
that it will effectually prevent the recurrence of those cycles of 
commercial excitement and depression of which our ill-regu- 
lated currency has been the primary and exciting cause ; aqd 
so believing, I continue to retain, after an attentive and patient 
consideration of all the objections urged by the able and scien- 
tific Reviewer, the opinion which I formerly expressed, that 
the adoption of Sir Robert Peel’s plan for the renewal of the 
charter of the Bank of England will be the most important 
improvement in our monetary system which has been effected 
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since the passing of the act of 1819 for the resumption of Cash 
payments.” — {Ibid. p. 100.) 

The following question has been asked * : — “ If under the 
proposed plan, 14,000,000/. had been issued on securities, and 
if 8,000,000/. was the amount in which notes had been issued on 
gold, making the present circulation of the Bank 22,000,000/., 
and if a time should again occur when so large a sum as 
7,000,000 should be taken from the Bank in the short space of 
nine months, what would be the effect of such a violent col- 
lapse ?” The proper answer to this question is, that when the 
Government plan shall have been carried into effect, the ab 
straction of 7,000,000/. of treasure from the coffers of the Bank 
in a period of nine months will be morally impossible.f The 
violent fluctuation which occurred between December, 1838, 
and September, 1839, was the result of the system which the 
querist would desire to uphold. Had the Bank of England in 
1838 and 1839 been limited to the issue of 14,000,000/. upon 
securities ; had there been functional separation ; had the de- 
partment of banking been denied all aid from the department 
of issue ; and had a gradual contraction of the circulation con- 
sequently commenced with the first efflux of bullion, it would 
have been utterly impossible that the draiu should have ex- 
tended to 7,000,000/. ; utterly impossible that the pressure upon 
the money market, consequent on the suspension of confidence 
and the stagnation of trade, should have been so severe and so 
protracted as they unfortunately became. The proofs of these 
positions I have detailed in the preceding pages, and need not 
here repeat. — {Ibid. pp. 99. & 103.) 

Sir Robert Peel, towards the close of his speech 
of the 20th of May, 1 844, observed : — 

“ Some apprehend that the proposed restriction upon issue 
will diminish the power of the Bank to act with energy at a 
period of monetary crisis, and commercial alarm and derange- 
ment. But the object of the measure is to prevent (so far as 
legislation can prevent) the recurrence of those evils from 
which we suffered in 1825, 1836, and 1839. It is better to 


* By Mr. Ilastie. Speech of 13th of June, 1844. 
f The following figures, from the actual returns of the Bank, 
under the Act, afford a striking illustration of the correctness 
of this “ answer” : — 

Bullion. Circulation. 

12th Sept. 1846 . . . £16,350,000 . . . £20,920,000 
24th April, 1847 . . . 9,210,000 . . . 26,690,000 

Decrease . . . 7,140,000 . . 230,000 
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prevent the paroxysm than to excite it, and trust to desperate 
remedies for the means of recovery.” 

Sir William Clay, in remarking, in 1844, upon 
my pamphlet of that year, observed, with reference 
to the proposed separation of the functions of the 
Bank of England — 

“ That serious difficulties or dangers would atteud the 
working of such a plan, when once carried into effect, I see no 
reason to apprehend . At least, if there be, they must be some- 
thing very different from those stated by Mr. Tooke ; for any 
thing more thoroughly gratuitous than the difficulties he has 
stated — any stronger manifestation of a disposition to create 
the giants, he afterwards means to slay, I must be permitted to 
say I never witnessed.” 

He then cites the passage of my pamphlet, 
wherein, commenting on a hypothetical case, I con- 
cluded with the remark that in the event of a drain, 
it was a possible event that the banking department 
might be obliged to stop payment while the issuing 
department had 6,000,000/. of bullion, “ unless 
“ Government should step in to prevent so ridicu- 
“ lous, however lamentable a catastrophe,” upon 
which Sir William Clay observes — “ Ridiculous, in- 
deed, but one the occurrence of which I cannot see 
the slightest reason for anticipating.” And further 
on, after describing the phenomena which under 
both systems would attend an adverse balance of 
trade, he observes — 

“ Under both systems these phenomena will be exhibited ; 
but under the system of which I advocate the adoption, it ap- 
pears to me certain that they will be less in degree, gentler in 
their transition, more gradual in their succession. The neces- 
sary contraction would begin x at the right time; it wou^ld 
never be delayed too long ; it would be precisely to the extent 
required, because it would not have been preceded bv a previ- 
ous factitious expansion.” 


Let us now see, on the other hand, what were 
the opinions entertained and expressed by the op- 



ANTICIPATIONS. 


285 


ponents of the measure, and of the theory on which 
it was founded. Mine happened to be the first in 
the order of time, the pamphlet in which the opi- 
nions are stated having been published in March, 
1844 . 

“ Without attaching such exaggerated import- 
ance as Mr. Bosanquet and Mr. Gilbart, and some 
others who oppose the currency principle do, to 
the effects of great variations in the rate of inte- 
rest, I am inclined to think that, excepting the con- 
vertibility of the paper and the solvency of banks, 
which are and ought to be within the province of 
the legislature most carefully to preserve, the 
main difference between one system of banking and 
another is the greater or less liability to abrupt 
changes in the rate of interest, as compared with the 
other. And a careful consideration of the various 
plans which have been submitted to the public for 
carrying out the currency principle, has led to a 
confirmation of the opinion which I have before 
expressed, that under a complete separation of the 
functions of issue and banking, the transitions 
would be more abrupt and violent than under the 
existing system ; unless, and upon this, in my opi- 
nion, the question hinges, the deposit or banking 
department were bound to hold ,,a much larger 
reserve than seems to be contemplated by any of 
the plans which I have seen. 

“ The difference between the two systems cannot 
be placed in a more striking point of view than in 
the following passages of a printed letter which 
Colonel Torrens addressed to me on the occasion of 
the opinions which I had expressed on the subjee 
in a former work. 

“ * The difference,’ Colonel Torrens says, ‘ between us is tlii^ 
you contend that the proposed separation of the business of tie 
Bank into two distinct departments would check ovef-tradin*’ 
in the department of issue, but would not check over-trading*ii, 
the department of deposit ; while I maintain, o'n the contrary, 
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that the proposed separation would check over-trading in both 
departments. The manner in which the separation would have 
this twofold effect will be seen by the following example. 

‘Let us assume that the Bank holds 18,000,000/. of secu- 
rities and 9,000,000/ of bullion, against 18,000,000/. of out- 
standing notes and 9,000,000/. of deposits, and let an adverse 
exchange require that the depositors should draw out their de- 
posits in bullion to the amount of 3,000,000/. 

‘ In this case, if the business of issue were mixed up with 
that of deposit, the drawing out of the 3,000,000/. of deposits in 
bullion would have no other effect than that of reducing both 
deposits and bullion by the amount of 3,000,000/., while the 
amount of the circulation, and of the securities, and the power 
of the bank, as its securities fell due, to continue the discount 
business to the same extent as before, would suffer no dimi- 
nution. But let the department of issue be wholly separated 
from that of deposit, and the result would be widely different. 

‘ As soon as the separation was effected the deposit depart- 
ment holding 9,000,000/. of deposits with 9,000,000/. of secu- 
rities would be obliged to sell some part of its securities, say 
one-third, in order to be prepared to meet the demands of its 
depositors. The state of the two departments would then stand 
thus : — 


Circulating Department . 


Circulation - - 18,000,000/. 

Securities - 9,000,000 

Bullion - - - 9,000,000 


Deposit Department . 
Deposits - 

Securities - 

Reserve in bank notes 


9.000. 000/. 

6 . 000 . 000 
3,000,000 


‘ This being the previous state of things, the demand of the 
depositors for 3,000,000/. in gold would produce the following 
changes. The 3,000,000/. of bank notes held by the deposit 
department as reserve, would be drawn out by the depositors 
and paid into the circulating department in exchange for gold 
while the directors of the deposit department, in order to recover 
a reserve equal to one-tliird of their deposits would be obliged 
to sell 2,000,000/. out of the 6,000,000/. held in securities. The 
results would be, that in the circulating department the bullion 
would be reduced from 9,000,000/. to 6,000,000/., and the circu- 
lation from 18,000,000/. to 15,000,000/., and that, in the deposit 
department, the deposits would be reduced from 9,000,000/. to 
6,000,000/., the securities from 6,000,000/., to 4,000,000/., and 
the reserve from 3,000,000/. to 2,000,000/. It is self-evident 
that the effect of these changes would be not only a contraction 
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of the circulation but a limitation to the power to over-trade in 
discount and loans.’ 

“ I am willing to admit this statement as exhi- 
biting in substance the difference between us. Ac- 
cording to my view, as there may be variations of 
international payments, in other words, of a ba- 
lance of trade, without any grounds for inference 
of alterations in the value of the currencies of the 
countries from which or to which such balance 
may be due, the presumption is, that an occasional 
efflux of four or five or six millions would be 
followed, at no distant period, by a fully equal 
reflux. Such was the case in 1828-9 and 1831-2, 
when the treasure of the Bank having been reduced 
by five or six millions, was replenished without 
the slightest operation of the Bank on the amount 
of its securities or its rate of interest. And such 
efflux and reflux mignt again take place under a 
continuance of the present system, provided that 
the Bank habitually held a large reserve, without 
any disturbance of the money market, and without 
any influence on the amount of bank notes in the 
hands of the public. Now, under a system of sepa- 
ration, and in the position of the two departments 
in the case supposed by Colonel Torrens, what 
would be the operation bf a demand for export to 
the extent of three millions of gold ? In all pro- 
bability, this demand would almost exclusively fall 
upon the deposit department. 

“ This being the case, the directors would not 
have a moment to lose upon the first manifesta 
tion of such demand, without taking measures for 
retaining or restoring the proportion pf their re- 
serve. They must sell securities, or allow the 
existing ones, if short-dated, to run off, and the) 
must inexorably shut their doors to all applications 
for advances or discounts. This would, as Colonel 
Torrens justly observes, operate as a limitation 
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of the power to over-trade in discount and loans. 
Most effectual, indeed, would it be, and, under 
certain circumstances of the trade, it would operate 
with a degree of violence on the state of credit, 
of which, as it appears to me, Colonel Torrens has 
no adequate idea. This is not to be wondered at 
in a writer not practically conversant with trade or 
banking ; but that other advocates for the measure 
of separation, who number among them merchants 
and bankers, should be so unaware of it as they 
seem to be, does indeed surprise me. Before two 
or three millions of bank notes could be forcibly 
abstracted from the amount in circulation among 
the public the pressure upon the reserves of the 
London bankers must be extreme. They would, of 
course, to the utmost extent practicable, call in 
their loans, and resolutely refuse further accommo- 
dation. 

“ Although there is no modern experience of 
such a state of things, if any merchant, banker, 
or money dealer were to have the case laid dis- 
tinctly before them, could any of them for a mo- 
ment have a doubt as to the extremity of pressure 
which it would cause ? I am most intimately per- 
suaded that it would be within the mark to sup- 
pose that a rate of discount (assuming that the 
doors of the Bank and the ears of the Directors 
were inexorably closed against all applications) of 
20 per cent, and upwards, would, in many cases, 
be submitted to, and sacrifices of goods, if any 
large proportion were held on credit, would be 
made at a still greater loss. And, after all, it 
might be a question, whether even this effort of the 
Bank on its securities would be effectual in restotv 
ing its reserve in su fficient time to meet the exigency. 
This would depend entirely upon the character of 
its deposits. If these were strictly pay able -on de- 
mand, while the circumstances determining the 
efflux were strong and urgent, the payment of 
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3,000,000?., accompanied by forced sales of secu- 
rities, might prove insufficient in point of time to 
arrest the demand ; and, in this case, while the cir- 
culating department would still have 6,000,000/. 
of bullion, the deposit department would have no 
alternative but to stop payment. A most absurd, 
however disastrous state of things. But it would 
be too disastrous and too absurd to be allowed to 
take its course. If such a crisis were to happen, 
as most probably it would, at the time when the 
dividends bn the public funds became due, the 
Government would be imperatively called upon to 
interfere and prevent so ridiculous, however la- 
mentable, a catastrophe. And the only interference 
that could meet the emergency would be to autho- 
rise a temporary transfer of coin from the issuing 
to the banking department.” — An Inquiry into the 
Currency Question , pp. 105 — 110. 

Mr. Hawes, in his speech of the 13th of June, 
1844, which 1 have already alluded to, among the 
other arguments which he urged against the bill, 
observed : — 

“ I cannot doubt that while the proposed restrictions are 
unnecessary, they will be productive of evils greater than those 
sought to be remedied. That in the attempt to secure our- 
selves against commercial pressure, we shall only aggravate 
their evils when they do, as they will, occur. * * * If it 

be supposed, that under the plan now proposed, the Bank will 
be enabled, as she has hitherto done, to use any such discretion 
in meeting a commercial pressure, it is a great error. By 
adopting the present plan we may obtain a fancied additional 
security for the maintenance of our currency on a par with 
the value of gold ; we may make an effort to check specula- 
tion, over which we have no control ; but whenever serious 
commercial pressure shall occur, and the proposed system is 
enforced, the reaction upon public credit will' be violent and 
unmitigated. And whoever has been accustomed to watch the 
proceedings of the Bank of England and of the London bankers 
at such times, will readily anticipate that what we saw in 1825 
or 1839, will be trifling in comparison with what may then take 
place.” 

And Mr. Hastie, in seconding Me. Hawes’s - 
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motion, stated his views concisely in the .passage 
which Colonel Torrens undertook to answer, by 
saying that, under the new system, an export of 
7,000,000/. of bullion within nine months would 
be impossible. 

Mr. Fullarton stated his misgivings with his 
usual force and felicity of expression : — 

“ Wliat may be the practical working of such a scheme no 
man can absolutely foretell, and past experience gives us no 
clue to discover. It remains to be tried. For this, it must 
be admitted, the times are sufficiently propitious ;• ahd, while 
exchanges continue favourable, interest low, and the stock of 
bullion overflowing, all will no doubt proceed smoothly ; and the 
unruffled aspect of monetary affairs will be cited and allowed as 
a proof of the beneficial operation of the government plan. But 
if it is to be something more than a mere fair-weather pageant, 
if its principle is really ahd literally to be carried out, at all 
seasons and in all circumstances, with stern and unflinching 
pertinacity, it may happen that, at no very distant period, (at all 
events, long before the ten years of the new charter shall have 
expired,) contingencies may present themselves, which will put 
the virtues of the panacea to the test, may possibly even shake 
a little the general confidence in their efficacy, and rouse a fresh 
spirit of inquiry into the nature of those periodical hurricanes 
which visit from time to time the great marts of industry 
throughout the world, and the real extent of the means (much 
more insignificant, it is to be feared, than sterns to be commonly 
imagined) by which we can hope to divert or moderate them.” — 
(Regulation of Currencies , 1844, p. 4.) 

And again, thus : — 

“ It is certainly within the chapter of possibilities that the 
restrictive clauses of the Bank Act may, even before they are 
called into effective action, be reduced to a mere nullity, by some 
happy development of those remedial resources, which credit, 
judiciously administered, can always bring into play under the 
pressure of any strung necessity, or that their worst conse- 
quences may be avoided by a resort to the safety-valve of the 
bank- post-bills, or some other similar measure of evasion. In, 
that case, there will be no undue contraction of the circulation, 
no refusal of the accustomed supply of capital ; the great pur- 
pose of the authors of the restriction will have been simply 
defeated or abandoned ; and the event will be at once an-infinite 
relief to the public, and the euthanasia of this first attempt to 
legislate on the principles of the currency theory. The law, 
nevertheless, may still remain unrepealed ; and it is even possi- 
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ble that there may be found persons to cry up this failure as 
only a new proof of its ‘ admirable working ! ’ The course of 
events, however, which, if the spirit in which the restrictive 
clauses of the Bank Act are framed, is to be consistently acted 
up to, must be considered, I fear, as by far the most probable, 
would lead to a very diffeient termination. And although that 
termination also might, no doubt, be , liable to manifold modifi- 
cation from circumstances, a state of circumstances can well be 
imagined, in which the catastrophe would be as tremendous as it 
would in all likelihood be sudden and irretrievable, shaking even 
to its foundations the entire financial fabric of the realm.” — 
{Ibid. p. 252.) 

Mr. Mill, in his very able article in the West- 
minster Review , for June, 1844, on “ The Currency 
Question,” pointed out (p. 596), the dangerous 
character of the innovations introduced by the bill, 
in the following admirable passage : — 

“ It is a fact, attested by experience, that a drain of gold 
upon the Bank for exportation takes place in most cases mainly 
by drawing out deposits. As, in the proposed system, there is 
nothing to cause any change in this respect, we must suppose 
that this would still be the case, and that the demand for gold 
would be first felt by the deposit department. 

16 Now, under the present arrangements, in case of a run upon 
the deposits, the Bank has to rely, not only on the portion of 
reserve which it retains, like other bankers, against the deposits 
themselves, but also on the gold in reserve on account of its 
notes. Until all the gold in the possession of the Bank is ex- 
hausted, it is in no danger of stopping payment. But under the 
proposed system the department of deposit must rest upon its 
own resources. The reserve in the deposit department could 
derive no aid from the issue department, while it would have to 
bear the first brunt of the whole action intended to be exercised 
through it upon the latter. As it would be prohibited from 
meeting this demand by creating more notes, or even by having 
the notes which it paid out, and which then went to the issue 
department for gold, returned to it ; either the reserve of the 
deposit department alone will require to be as great as is now 
requisite for the deposits and issues together, *>r it will be 
obliged to suspend its discounts and sell its securities much 
earlier and more abruptly than is necessary under the present 
mixed system. * * * 

“ While the circulating department was still abundantly sup- 
plied with gold, the deposit department might have no alterna- 
tive but to stop payment.” 
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Mr. James Wilson, also, did not omit to give very 
clear and forcible warnings of the perils to which 
the country would be exposed by the practical en- 
forcement of the new theory. In the Economist of 
the 26th of April, 1845, after an elaborate exposure 
of the tendency of the act of 1844 to aggravate 
the evils of a drain of bullion, he concluded by 
saying : — 

“ Under this action of the new currency bill we look forward 
with no small alarm to the increased and aggravated conse- 
quences which a failure in the harvest, and a continuance of 
high prices, must exercise over the manufacturing industry of 
t^e country — not, as it is pretended, subjecting it to an earlier 
but less intense depression, but, as we have shown, to an earlier, 
it is true, but also to a more intense and protracted suffering.” — 
( Capital , Currency , and Banking , p. 95.) 

And again, on the 3d of May, 1845, in discussing 
the measures then before parliament for the regu- 
lation of Banking in Scotland and Ireland, Mr. 
Wilson has the following able and lucid passage on 
the real effect of the ministerial plan : — 

“ Sir Robert Peel says, take the average of the last thirteen 
months — fix your circulation at that ; if you exceed it, increase 
your bullion to the sqme extent. Now one great fallacy of the 
averages of circulation is, that the average of a week, taken at 
the close of business, is no criterion of the actual quantity of 
notes which must, during the week, be issued at particular times 
to represent exchanges, the greatest part of which return to the 
issuers before the amount in circulation is taken at the end of 
the week ; but when notes are issued, it is always uncertain 
what precise portion will return within a given time. A banker 
dealing with his .notes, therefore, keeps a reserve by him for 
such momentary purposes, and to sustain a circulation of 
100,000/., as shown by the returns, he will have 150,000/. or 
200,000/. of notes, more or less, and occasionally in use. But 
under such restrictions as proposed, he will not be able to ven- 
ture the issue of such notes, being uncertain as to their return, 
without holding bullion to avoid the penalty in the event they 
do not return. The system of averages is, therefore, extremely 
fallacious ; and we cannot understand how it is to improve the 
condition of the Bank of England, if for the limited stock of 
gold in the world it is to have the fresh competition of all the 
Scotch and Irish banks, in order that they may hold uniformly 
larger quantities than they do. But this is the least of the evil. 
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“ Let us suppose a period of pressure. The bullion of the Bank 
is reduced to seven or eight millioi s (no very small amount 
compared with some periods), so that the circulation of notes is 
nearly equal to the securities of 14,000,000/. and the bullion 
together. What will take place in Scotland and Ireland under 
the new bill then ? The Scotch banks have to protect 3,000,000/. 
of circulation and 30,000,000/. of deposits. Pressure is felt and 
is further expected. The Scotch banks feel that it is necessary 
to increase their reserves ; that their deposits may be required 
by their customers to assist their friends to pay up railway calls, 
or any other purpose for which money becomes so much required 
at a time of pressure. They see they cannot move without 
increasing their amount of coin ; they are the largest holders of 
securities and stock in London of any class of bankers ; they 
order them to be sold in the market, draw bullion from the 
Bank, and increase the drain already rapidly going forward. 

“It does appear the most extraordinary idea for a minister to 
entertain, that lie can relieve the bank at a period of pressure 
by bringing a new, arid powerful, and irresistible class of com- 
petitors into the market, in the sale of securities and the struggle 
for bullion. If his object were to increase the intensity of such 
a crisisy he could not adopt a more certain plan ” — ( Capital , 
Currency , and Banhing 9 p. 103-4.) 

Looking at these opposite opinions, expressed 
before or soon after the passing of the act of 1844, 
I am quite content that my readers should judge 
for themselves, without any further comment from 
me, whether the advocates for the measure, or its 
opponents, had formed the more correct view of its 
probable operation. 

I shall now proceed to a view of the actual work- 
ing of the law, from its taking effect in September, 
1844, to the close of 1847. 


Section 16. — On the Operation of the Act of 1844, 
from September , 1844, to January, 1847. 

Let us now, with the benefit of the experience of 
upwards of three years, since the passing of the Act 
of 1844, see what has been its actual operation. 


S3 


VOL. IV 
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I have already stated (see page 60, anti), that 
Immediately on the act taking effect, the Bank of 
England reduced its public rate of discount from 
4 per cent, for all classes of bills, to 2£ per cent, for 
first-class bills, and 3 per cent, for notes. And, in 
March, 1845, the rate was reduced to 2^ per cent, 
for notes also. The Directors thus entered into 
direct competition with the bankers and money 
dealers ; and in so doing, they acted strictly in the 
spirit of the bill. Sir Robert Peel had said : — 

“ The principle of competition , though unsafe, in our opinion, 
when applied to issue, ought , we think , to govern the business of 
banking . After the issue of paper currency has once taken 
place, it is then important that the public should be enabled to 
obtain the use of that issue on as favourable terms as possible.” 

The obtaining of that issue, on as favourable 
terms as possible meant , for it could mean nothing 
else, as low a rate of interest as possible ; and the 
Directors, in adopting the course they did, were, 
clearly only acting upon this exhortation of Sir 
Robert Peel. 

This active competition, by the Bank of England 
with the private bankers, and the money dealers, had 
the effect, if not of reducing, of, at least, continuing, 
longer than it otherwise would have been continued, 
the very low rate of interest which then prevailed. 
As a proof that the Bank, by this reduction of its 
rate of interest, was successful in obtaining a larger 
share of the discount business, it may be observed 
that the securities, other than public, were thence- 
forward larger in amount than they had been for 
some time previously. And there canV I imagine, 
be no question but that this low rate of inte- 
rest, and the consequent abundance of banking 
accommodation, tended to facilitate and promote 
the railway speculations which were then (Septem- 
ber, 1844) in progress, and which reached their 
culminating point in the summer of 1845. And it 
is no less dear that the same low rate of interest 
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and abundance of banking accommodation tended 
to promote the spirit of adventure which was then 
abroad for other undertakings involving the outlay 
of borrowed capital. 

The railway speculation went at that time to 
such' an extent as to occupy the attention of the 
public almost exclusively. But it is evident, from 
the disclosures to which the late commercial fai- 
lures have led, that a good deal of what now ap- 
pears to have been improvident outlay in fixed 
capital abroad, including foreign railways, was also 
then in progress, and was, no doubt, encouraged by 
the advances which were so liberally and so largely 
afforded upon distant forthcoming returns. In- 
vestments, too, in mills and mines, and various 
projects of internal improvement, besides railways, 
entailing the conversion of circulating into fixed 
capital, were going forward on a scale sufficiently 
extensive to have attracted public notice, but for 
the all-absorbing topic of the railway mania. 
This was surely not a time during which it was 
desirable, or (looking to probable, if not inevitable 
results) safe, to aid the continuance of so low a 
rate of interest. 

But though the conduct of the Bank of England, 
in so greatly reducing its public rate of discount, 
may be considered to have prolonged the facility 
of banking accommodation which marked that 
period, no blame whatever can attach to the Direc- 
tors for that, reduction ; or, at all events, they are 
not open to reproach for it from the promoters and 
admirers of the act of 1844, and, least of all, from 
Sir Robert Peel. They would not, 1 think, have 
ventured upon that step if they had continued 
under the responsibility which was previously con- 
sidered to rest upon them in the “ regulation of 
the Currency,” as it was termed ; and for which, 
under the former system, they were considered ac- 
countable. But from such responsibility they were 
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entirely, and even ostentatiously, released; the 
great merit of the new system having been repeat- 
edly declared by its authors to consist in its con- 
fiding the regulation of the Currency to a self- 
adjusting principle, totally independent of the Bank 
management. In acting as they did, the Directors 
were, as I have before observed, fairly carrying out 
the spirit of the measure, as expounded by Sir Ro- 
bert Peel. That they had his approval cannot be 
doubted, if we look at the manner in which he ex- 
pressed himself in his speech of the 25th of April, 
1845, (the House being in committee, on Banking 
in Ireland and Scotland,) with reference to the 
working of the act of 1844. 

“ I am,” he said, “ quite as well aware as, I believe, any one 
can be, of the necessity of great caution in drawing inferences 
as to the effect of measures of this nature on the circulation and 
on the public credit of the country. I draw my inferences from 
the closest observation of the subject, and of the working of 
those measures which the shortness of the interval would permit 
me to give them ; and I must say, that so far as we can judge 
from experience, we have a perfect right to be satisfied with the 
operation of the measures which were then adopted. Admitting 
our experience of these measures to be short, so far as it has 
gone, I contend that it has been decidedly in favour of the policy 
and justice of the measures sanctioned by this House in the 
course of the last session of Parliament . Since these measures 
were adopted, we have had in this country a period of extraor- 
dinary commercial activity : we have had a great demand for the 
application of new capital to manufactures, and other branches 
of the public industry ; and we have had a very unusual degree 
of speculation connected with the internal improvement of the 
country. I refer particularly to the projects for the extension 
of locomotion by means of railways. But I cannot find that 
the restrictions imposed last year have, in the slightest degree, 
cramped or fettered the commercial energies of the country. 1 
cannot find that there has been the slightest ground of complaint, 
either that prices have been unduly affected, or that the in- 
creased demands of the country cannot be met on account of 
restricted circulation.” 

Here was Sir Robert Peel taking credit -for the 
favourable operation of his measure, and defending 
it by reference to the speculations then afloat, from 
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the charge to which he seemed to think it might 
have been liable, of cramping and fettering the 
commercial energies of the country by a too 
restricted circulation. He seems to have been totally 
unaware that the charge to which his measure might 
properly be considered obnoxious, was, that in the 
state of things as it then existed, it did not only not 
restrain, but greatly favoured the speculations in 
railways, and the commercial enterprises which were 
then assuming a dangerous character. Blinded by 
liis exclusive view of the note circulation, he failed 
to perceive that it was the employment and direc- 
tion of capital, or, in other words, the amount of 
banking accommodation, and not the amount of 
notes in circulation, that was in question, in judging 
of the working of his act. If, while engaged, as he 
stated, in closely observing the working of his new 
measure, he had been aware of its real operation, or 
if, in the course of his observation, he had conceived 
any doubts of the propriety or prudence of the con- 
duct of the Directors of the Bank, in acting as they 
did, he would naturally, feeling the strongest in- 
terest in the proper working of the act, have given 
some hint or caution to the governors, with whom 
he, or at. least the Chancellor ot the Exchequer, were 
necessarily in occasional communication. But it 
does not appear that any such hint or caution Svas 
ever given to them ; nor, indeed, is it likely that it 
should have been, seeing how little of inconvenience 
or eventual danger Sir Robert Peel seems to have 
apprehended. 

While Sir Robert Peel was. thus unconscious of 
the immediate and principal effect of that portion 
of the act of 1844, which had divided the Bank 
of England into two separate departments, he 
seems to have been equally unaware of the bear- 
ing of the state of things then existing upon 
the arguments by which the legislature had been . 
led to impose a restriction on the amount of the 
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note circulation of the country banks. Those 
arguments went distinctly on the ground that the 
power of issue afforded the means, and that the 
competition of banks of issue supplied motives, to 
the bankers, to favour speculations by increased 
issues of notes ; and that consequently, by re- 
stricting their power of adding to the note circu- 
lation, the tendency to speculation in the provinces 
would be repressed ; and that this restriction, what- 
ever inconvenience to bankers and speculators might 
attend it, would operate most beneficially to the 
public. Sir Robert Peel, however, in the spring of 
1845, took credit, as we have seen, to the act of 
1844, for not having restrained the speculations, or 
(to use his expression), cramped or fettered the 
commercial energies of the country, which were 
then evidently tending to excessive action. If the 
close observation which he was giving to the work- 
ing of his measure had drawn his attention, con- 
currently, to the extent of the speculations then 
going forward in railways, besides those in mills 
and mines, &c., he might possibly have been led to 
doubt whether the amount of the note circulation 
had, or could have, any necessary or accessary in- 
fluence in promoting or checking a tendency to spe- 
culation. 

As a large part of the public still, apparently, 
participate the opinion on which the act of 1844 
proceeded, that excessive issues of notes, whether 
by the Bank of England, or by the country banks, 
are essential, or materially accessary to the origi- 
nating or extending of speculation, it is worth 
while here to show to what an enormous extent, 
both as to extravagance of prices, and of, the 
nominal amount of capital involved in the trans- 
actions, speculations may be carried on, without 
influencing, or being influenced, by variations in the 
amount of the outstanding circulation. With this 
view, I have to solicit attention to the following 
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extracts from a paper drawn up by Mr. Danson, 
with admirable conciseness and clearness, and read 
by him before a meeting of the Statistical Society in 
January 1847. 

“Between March and September 1845, joint stock specu- 
lations, for the immediate investment of capital, were set on 
foot, involving a larger aggregate amount than had ever before 
been so involved in this country. The amount to raise which, 
for railways alone, the sanction of Parliament was actually 
applied for in the following session, exceeded 340,000,000/. 
sterling. And if we include all the new schemes in which 
scrip, or letters of allotment, were actually selling in the market 
at a premium in July, August, and September, 1845, the 
amount cannot be estimated at less than 500,000,000/. 

“Many of the schemes of 1845 reached a high premium 
within a few weeks after their issue ; and all those first in the 
market, and having any substantial merit, were raised consi- 
derably above their true value. For instance, the Leeds and 
Thirsk Railway — 50/. shares, with only a deposit of 21. 10s. 
paid — were selling, in March, at 3/. 10$. ; in September, at 
23/. 15$.; and in November at 4/. 15$. per share. Again, the 
Bolton, Wigan, and Liverpool — 40/. shares, with 41. paid — were 
selling in January 1845, at 41. 10$. ; in September, at 42/. 15$.; 
and in December, when 9/. had been paid, at 20/. per share. If 
we assume an average premium of 10/. per cent, upon the 
schemes then in the market, the property temporarily created 
by these speculations (and the repeated purchase and sale of 
which, on commission, furnished profitable employment to some 
thousands of brokers,) must have been, at least, 50,000,000/. 

“ And to this there is to be added an increased value, during 
the same period, of the shares in the established lines of rail- 
way. For instance — 

“The Midland Stock, — amount 4,180,000/., — was selling in 
January 1845, at 114 per cent. ; and in July at 188 per cent. ; 
showing a rise of 74 per cent., and an increase in the aggregate 
value of the stock of 3,098,000/. 

“The Great Western — share capital issued, 8,160,000/. — 
100/. shares selling in January 1845, at 156/. ; and in July, at 
228/. ; and (allowing for a call at 5/. per share in the interim), 
showing a rise of 67 per cent., and an increase in the aggregate 
value of the shares of 5,467,000/. 

“ The Manchester and Leeds — share capital 4,660,000/. — 
100/. shares selling in January 1845, at 126/. ; and in August 
at 215/. ; showing a rise of 89 per cent., and an increased value 
in the aggregate of 4,147,000/. 

“ The average increase in the value of 100/. shares in these 
three lines was 76/. ; and the total increase of value .in August 
and September was upwards of 12,000,000/. 
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“ It will be seen, on reference to the tables, that during those 
months in which the purchases and sales of railway property 
were most numerous and extensive, while every body was buy- 
ing and selling shares, and the current rate of interest was only 
2J per cent., that portion of the circulating medium, which con- 
sisted of Bank of England notes, was but very slightly, if at 
all, increased ; and that it reached its greatest amount when the 
prices of shares were lowest • — when every body had ceased to 
speculate — when the number and amount of current transac- 
tions were reduced to the lowest point by descredit, and when 
the current rate of interest for first class bills had risen from 
2 4 to 4£ per cent.” 

And yet, notwithstanding the evidence afforded 
by the facts here stated, of the absence of any con- 
nection, whether as cause or effect, between the 
amount of the note circulation and the enormous 
extent of the speculations described in the fore- 
going statement, there were persons then, and 
there have been others more recently who, when 
pressed to account for these phenomena, con- 
sistently with the expectation held out by the 
advocates of the act of 1844, that it would operate 
as a salutary pi’eventativc of the recurrence of such 
extravagance of speculation as had been witnessed 
under the former system, have answered — Oh ! 
the speculations would have gone much further if 
the issues of the country banks had not been re- 
stricted.* I have myself met with persons who have 

* In a letter, which appeared in the Times , of the 15th of 
April last, signed “ Mercator,” and commonly ascribed to a high 
authority, in favour of the Act of 1844, is the following pas- 
sage : — 

“ The bill of Sir R. Peel was passed in 1844, and from that 
time till the end of August 1846, there was an almost unin- 
terrupted influx of bullion into this country; so that, at that 
time, the amount in the cellars of the Bank reached, I believe, 
the unprecedented sum of sixteen millions. I will not now stop 
to discuss the effect of Peel’s Bill in preventing that undue ex- 
pansion of the country circulation, which has usually occurred 
during a state of favourable exchanges and influx of bullion. 
Without this salutary restraint , the speculative mania, with 
respect to railroad investments , would undoubtedly have been 
carried to a far more dangerous extent than it has actually 
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given that answer ; but when further asked why 
they thought so, and how they could, by the 
utmost force of imagination, conceive the possi- 
bility of folly, and recklessness of pecuniary en- 
gagements, going further than they then did, no 
attempt at explanation was made ; nor indeed was 
it likely that a satisfactory reason could be given 
for so extraordinary a supposition. 

It is further to be observed, with reference to 
the railway mania, that from the date of Sir Robert 
Peel’s speech in April 1845, to the culminating 
point of that speculation, namely, in the September 
following, there is no reason to suppose that either 
he or the Chancellor of the Exchequer hinted to 
the Governors of the Bank any doubt of the expe- 
diency of their keeping their rate of discount so 
low as it then was. 

I have to refer to the account given in a former 
chapter (pp. 66 — 72, ante ) of the variations in the 
Bank rate of interest, from the period here noticed, 
till April 1847. 

Until after Jan. 1847, there cannot, on the 
part of the currency theorists, be the shadow of a 
ground for impugning, in the slightest degree, the 
management of the Bank. The rate of discount was 
reduced from 3^- per cent, to 3 per cent, in August 
1 846 : a step which appeared to me at the time, and 
which I still. think was injudicious; but according 
to the doctrine that the currency should he ex- 
panded or diminished with the increase or diminu- 


reached; and to the same cause wc arc probably, in a great 
degree, indebted for the comparatively sound state of trade and 
commercial transactions generally at the present moment. Our 
present condition, in this respect, presents a most satisfactory 
contrast, as regards both the state of the money market and of 
trade, with that which has usually existed at the commencement 
of monetary pressure, following, in close succession, upon.a pro- 
longed period of favourable exchanges and uninterrupted growtk 
of confidence and credit.” 
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tion of the bullion, there was every reason for that 
reduction; seeing (as I presume the partisans of that 
theory begin now to see) that it is only through the 
rate of interest that the Directors could act at all. 
The amount of bullion in the Bank had been stea- 
dily increasing for several months, and had, on the 
29th of August, reached 16,366,068^, being within 
a trifle of the highest amount it had ever attained. 
According to that doctrine, therefore, there can be 
no question that the reduction of the rate of dis- 
count was a proper measure. Or even regarding 
them simply as bankers, and looking only at their 
reserve, it amounted to 10,000,000/., being more 
than it had been for a considerable time. There is, 
therefore, no ground on which the partisans of the 
act of 1844 can, consistently with their doctrines, 
call in question the management of the Bank until 
January 1847. The whole of the criticism which 
has, with so much severity, been lavished upon the 
conduct of the Directors, must therefore, in justice, 
be considered as confined to the period following 
January 1847. 

According to the view thus far taken (that is, 
from September 1844, to January 1847) of the 
operation of the act of 1844, it may be held to be 
demonstrable that it did not, and indeed could not, 
work, in any way that, by the most zealous of the 
admirers of it, could be construed as being bene- 
ficial. While, as I have shown, there is every rea- 
son, on reference to the facts of the case, to believe 
that it operated prejudicially. 


Section 17. — On the Operation of the Act of 1844 
in the Year 1847. 

In the interval between the 21st of January, 
1847, when the Bank rate of discount was raised to 
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4 per cent., and the 8th of April, when it was farther 
advanced to 5 per cent., the bullion, in the two 
departments of the Bank, experienced a consider- 
able reduction ; the reserve in the banking depart- 
ment sustaining by much the greatest relative 
diminution.* A decrease of reserve to such an 
extent, and apparently still in progress, clearly in- 
dicated the expediency of a further advance in the 
Bank rate ; and the Directors were much blamed 
(and not altogether without reason) for not having 
advanced the rate sooner. 

But, in extenuation of whatever want of fore- 
sight may be charged to them, in not having raised 
the rate of interest between January and April, 
they have to plead that the Chancellor of the Ex- 
chequer (who has not been backward in blaming 
them, and who, from his position had superior 
means of ascertaining and observing the circum- 
stances leading to the prospect of a further drain 
on the treasure of the Bank) made the following 
admission in his speech of the 14th of May last, 
on the Loan Discount Bill. 

" Even so late as February or March , no one anticipated 
the severity of pressure which has since taken placc> arising, I 
believe, in no inconsiderable degree from the alarm which was 
excited in the minds of the public by their observing, in the 
published account of the Bank of England the small amount of 
notes in reserve which appeared on the 17th of April.” 

The first part of the above sentence goes far to 
exonerate the Bank Directors from having been 


* The following were the exact figures — 


Dates, 

1847. 

23d January 
10th April 
17th April 


Total Bullion. 
£ 

13,440,000 

9.870.000 

9.330.000 


Banking Reserve. 
£ 

6. 840.000 

3.460.000 

3.080.000 


The Reserve of the 17th April shows the lowest point* to which 
it fell at that time. 
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more wanting in foresight than they would have 
been under the guidance of a government officer, 
down to the end of March at least ; so that, as the 
rate of interest was actually raised on the 8th of 
April, any blame at the hands of the Government 
can apply only to the delay of a single week. 

This extent of delay would have been insignifi- 
cant under the former system, with upwards of 
nine millions of bullion. But the urgency of the 
case, and the severity of the pressure arose, as the 
Chancellor of the Exchequer truly observed, in no 
inconsiderable degree (1 would add wholly ) “ from 
the alarm which was excited in the minds of the 
public', by their observing the small amount of notes 
•n reseme which appeared on the 17 th of April." * 

There Avas enough, certainly, to alarm both the 
public and the Directors ; and the cause of alarm, 
t hus candidly admitted by the Chancellor of the 
Exchequer, constitutes, of itself, sufficient ground 
for the condemnation of the bill. The small amount 
of the reserve having alarmed both the Directors 
and the public, it became imperative, Avith a view 
of preventing an entire exhaustion of it, to have 
recourse to measures of extreme severity. 

On the 15th of April, in announcing that 5 
per cent, per annum Avas the minimum rate, 
the mention of the term of ninety-five days Avas 
omitted ; and this omission Avas found to mean that 
the minimum rate applied to bills having only a 
very few days to run ; Avhilc much higher rates 
Avere charged for bills having more than ten days 
or a fortnight to elapse before maturity ; and, Avhat 
Avas felt as a still moi*e severe restriction of accom- 


* If the Bank Directors bad exercised more foresight than 
the Chancellor of the Exchequer seems to have done, and had 
raised their minimum rate in the early part of February to 5 
per cent., and by the middle of that month to 5J per cent., what 
would have been his own position with reference to the Irish 
loan of eight millions? 
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modation, a limit was applied to the amount of bills 
admitted for discount, however unexceptionable 
they might be, and however high the credit of the 
parties offering them. At the same time, mer- 
chants who had received advances at the usual 
quarterly period, were peremptorily called upon to 
repay the loans without the accommodation of re- 
newal, which had usually been granted, if desired ; 
the bills lodged being, of course, unexceptionable. 
There is no question of the expediency of the 
decisive steps thus taken by the Directors, under 
the urgency of the case ; and they were so effectual, 
that an immediate stop was put to the efflux of 
bullion ; and a sum of about 100,000/. in sove- 
reigns, that had actually been shipped for America, 
was relanded. 

No measure of so extreme a character had, I 
believe, been resorted to by the Bank since Decem- 
ber 31. 1795, when public notice was given of a 
similar restriction. 

The effect of this severe contraction of accom- 
modation was to paralyse nearly all transactions 
on credit throughout the country. No merchant 
or manufacturer, however well stocked his port- 
folio might be with the most solid bills, could 
be sure of their being available to meet his im- 
mediate engagements, unless at most exorbitant 
rates of discount. There were instances of rates as 
high as 12 and 13 per cent, per annum being paid 

* The following were the terms of the notice of 1795: — 

“ 31s£ December, 1795. 

u That in future, whenever bills sent in for discount shall, on 
any day, amount to a larger sum than it shall be resolved to dis- 
count on that day, a pro rata proportion of such bills in ea«*h 
parcel as are not otherwise objectionable, will be returned to 
the person sending in the same without regard to the respec- 
tability of the party sending in the bills, or the solidity of the 
hills them selves.” 

In the first volume of the present work, p. 200, will, be 
found a description of the state of things at thal period. 
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for unexceptionable six months’ paper; and of 
similar bills beyond that date not being discount- 
able at all. 

To apply the term “panic” to the state of things 
as it existed during the last three weeks of April, 
and the first four days of May, would convey a 
very inadequate idea of the suffering of that period, 
seeing how indiscriminately that expression, as 
also the term “ crisis,” has been applied to compa- 
ratively slight cases of pressure. Nothing ap- 
proaching to the same degree of intensity, not 
only of immediate pressure, but of alarm for the 
future, had been experienced since 1825. This 
alarm, which aggravated all the other causes of dis- 
tress arose, as the Chancellor of the Exchequer 
observed, from the narrow margin of the reserve, 
which the published accounts of the Bank exhibited, 
week by week, and which led to the apprehension 
that any further reduction would be attended with 
a still more forcible restriction, if not a total denial 
of further accommodation. Lord Ashburton justly 
remarks upon this state of things, — 

" Now this fright of the Bank, with ten millions in her 
coffers, of violating this parliamentary restraint, has driven her 
into proceedings which have depreciated, to a very great extent 
every description of property, food only for evident reasons 
excepted. It would not be easy to estimate this depreciation, 
extending over all merchandize, stocks, railroad shares, &c. ; it 
probably would not have been overstated at from 10 to 20 
per cent. : but what is worse, it has paralysed this property in 
the hands of the possessors,- rendered it unavailable towards 
meeting their engagements, and thus produced, in many cases, 
pecuniary sacrifices, much beyond the mere depreciation of the 
value of property itself. It has further occasioned the sus- 
pension of the execution of orders from our customers in every 
quarter, thus distressing manufacturers, and impeding those 
very operations which would have corrected the tendency 
to an unfavourable balance of trade, and given safety to the 
circulation of the Bank .” — Financial or Commercial Crisis 
Considered, pp. 18, 19. 

It was the fright of the Bank, perfectly justi- 
fiable as regarded the defensive measures adopted by 
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the Directors under the operation of the actof 1844, 
which converted what, in the undivided state of the 
Bank treasure, need not, and, in all probability, 
would not have been more than a moderate and 
sustained pressure on the money market, into panic 
amounting to agony. And this is the charge against 
that provision of the bill which, while it appro- 
priated an amount of bullion, much larger than 
was found to be required, to the issue department, 
left the deposits and dividends without any se- 
curity at all. 

There was one circumstance attending the pres- 
sure, when, at its greatest height, in April, that 
puzzled the supporters of the currency theory, and 
of the act founded upon it, more than any other ; 
and that was, that although the pressure was so 
severe that it had turned the exchanges, and was 
bringing back the gold, it had not reduced the 
amount of the circulation. This perplexing fact 
Avas thus noticed by Mr. F. Baring, in the debate 
of the 3d of December last : — 

“ So far, therefore, my expectations of the Bill have not 
been falsified. I wish I could say the same with regard to 
that third anticipation which I formed. Amongst other 
expectations was this , that the Bank would commence their 
operations earlier ; and, by withdrawing their notes gradually 
from circulation as the gold was withdrawn from the country , 
the effect upon commercial people would be gradual and 
cautious . Under the old system the Bank neglected the signs 
of the times, and did not take their precautions early enough ; 
the consequence of which was, that when a time of difficulty 
and danger came, the Bank sought to save itself at the expense 
of whatever interest it might be which happened to be affected 
by its acts. My expectation was, that by compelling the Bank 
to take earlier precautionary steps, and by making that pro- 
caution gradual, the country would have been saved from tlio>e 
Convulsive efforts which the Bank was accustomed to make, 
and crises such as these, although they might still occur, would 
yet be more limited in their operation. I admit that the expec- 
tation has entirely failed . (Hear, hear.) But still I cannot 
help feeling that the principle upon which that expectation was 
founded was correct and true ; and the more so, when^ I look. at 
the operations of the Bank itself. I have avoided troubling the 
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House with statistics ; but for the purpose of making myself 
clear upon this point, I will trespass upon them with an ex- 
tract, merely requesting the House to observe that I take the 
figures under the old system. I find, then, that the amount of 
bullion in the Bank, on September 12, 1846, was 16,354,000/., 
and that on April 17, 1847, it was reduced to 9,330,000/., being 
a diminution of 7,024,000/. Now, I take the same dates with 
respect to the circulation of notes, and 1 find that on September 
12, 1846, the amount was 20,982,000 /., and on April 17, 1847, 
it was 21,228,000 /., being an increase of 246,000/. (Hear, 
hear.) Now I do not know what might have been the expec- 
tation of my right hon. friend , or of those gentlemen on the 
opposite benches , who are more acquainted with this subject 
than lam ; but for myself I must shy , that 1 never entertained 
the idea that it would have been possible , under the operation of 
this bill , to have shown such a set of figures as that . (Hear.) 
If we could have supposed this possible, when we were in com- 
mittee in 1840, collecting the evidence upon which the bill was 
founded — if a case had been brought before us in which, when 
the bullion had run off 7,000,000/., the notes had increased 
250,000/. — then I should have said not only that that was im- 
possible, but that it was the strongest argument for the alter- 
ation of your system, and the strongest reason for a bill founded 
upon the principles of the right lion, baronet. I know I am 
told in answer to this that it is all the fault of the Bank. 1 
believe , if we look back, we shall find that the operation of that 
question of the reserve was not sufficiently considered, either by 
those who were favourable, or those who were opposed to the 
bill. 1 cannot find in the discussion of the period two sentences 
leading me to suppose that danger arising from such a cause 
was contemplated or referred to, and, in my opinion, the Bank 
was enabled to do that which it ought not to have done — when 
gold was running out not to reduce their circulation by a single 
pound. I do not think that the system works satisfactorily in 
this respect, and, in fact, the point did not receive anything like 
a sufficient consideration. Perhaps it was impossible, before the 
bill was in practical operation, to see how the reserve of notes 
would operate, but it certainly never entered into the contem- 
plation of any one then considering the subject , that 7,000,000 /. 
in gold should run off, and yet that tne notes in the hands of 
the public would rather increase than diminish .” 

The admissions contained in this extract, frotn 
the speech of Mr Baring, are as important as they 
are candid ; and they fully explain the deep anxiety 
which was manifested by the supporters of the 
measure in the early part of 1847, to explain 
away, by most unsparing animadversions on the 
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Bank management, its palpable failure, as regards 
any control over the circulation. It is nardly con- 
ceivable that the wide difference between the actual 
working of the measure, and their anticipations cf 
it, should not have struck them all as it did Mr. 
Baring. The almost inevitable presumption is that 
they were so struck ; but have wanted either the 
courage or the candour to admit it. Before allu- 
ding further, however, to the character of these 
animadversions, I must be permitted to point out 
that Mr. Baring is in error in stating that 
u neither by those who were favourable, nor those 
who were opposed to the bill,! 7 was any expectation 
entertained or expressed that it would fail to regu- 
late the amount of the outstanding circulation ; 
and that the question of the reserve was not suffi- 
ciently considered. I would beg to refer to the 
work of Mr. Fullarton, and to my own pamphlet of 
1844, in proof of the fact, that both these topics 
received a very full share of attention on the part, 
at least, of those who were opposed to the measure 
of that year. It was, in truth, the utter uncon- 
sciousness of the currency party of the vital im- 
portance of these precise points of the question 
which excited most astonishment among their 
opponents. 

One of the earliest expressions of disapprobation 
of the conduct of the Bank was contained in a 
letter, under the signature of “ Mercator,” which 
occupied a very conspicuous place in the Times 
newspaper of the 15th April (1847). Lord John 
Russell alluded to this letter in the debate of the 
3d of December, in the following terms: — 

'“I do not at present consider whether the Bank should have 
taken precautions before the month of April last ; but in the 
month of April, a very remarkable letter having appeared in 
The Times newspaper, showing the continued drain of gold 
that was going on, and that it all operated on the reserve" of the 
Bank, and in no way on the discounts or circulation, the Bank 
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Directors immediately began to change their course. To a great 
extent they limited their discounts, and the circulation was 
diminished from the month of April to the beginning of June 
by about 1,500,000/” 

In consequence of the allusion thus made to that 
letter by Lord John Russell, and the important 
effect on the Bank management which he attri- 
buted to it, I was induced to refer to a file of the 
“ Times,” and have made the following extract 
from it. This extract contains all that is material of 
the letter, pointing out, as it does, the three courses 
that were open to the Bank, and animadverting on 
the management for not having adopted that which 
was most suited to the occasion. 

“ From the beginning of January the drain of bullion assumed 
a more serious aspect ; and, of course, as the bullion was drawn 
from the Bank the notes at the command of the Bank would be 
diminished to an equal amount. It became incumbent upon 
the Bank, therefore, to look seriously at its position, and to 
form a determinate judgment as to the principle upon which it 
would regulate its banking operations. Three courses were 
open to it : — 

“ 1. It might determine to meet the drain of bullion by a dimi- 
nution of the notes in the hands of the public to the same amount, 
and thus retain its banking reserve undiminished. But the 
banking reserve was at this time at a high amount, such as 
would safely admit of some reasonable reduction. This course, 
therefore, would have caused more sudden and severe pressure 
on the money market and the state of credit than was necessary ; 
and the Bank was entitled so to conduct its banking operations 
as to throw a portion of the contraction of notes rendered 
imperative by the decrease of bullion upon its banking reserve. 

“ 2. It might make the necessary contraction of notes fall 
partly upon that portion of the notes which were in the hands 
of the public and partly upon its banking reserve. This is the 
course which the Bank, acting in obedience to the rules of ordi- 
nary prudence in the management of banking operations, ought 
to have pursued. Had it done so, a pressure upon the money 
market and upon credit would have been produced, commencing 
simultaneously with the drain of bullion, acting steadily and 
equably, and necessarily increasing in power as the drain of 
bullion progressed. By this means it can hardly be doubted 
that the drain of bullion would have been gradually restrained 
and regulated, and the adverse state of the exchanges corrected, 
without the necessity for any sudden or violent action by which 
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alarm may be created or the regular course of transactions be 
seriously disturbed. 

“ 3. It might determine that the necessary contraction should 
fall entirely upon its banking reserve ; thus keeping the notes 
in the hands of the public undiminished during a heavy drain of 
bullion. This is the course which the Bank has pursued up to 
the present time. It has permitted an enormous reduction of 
its banking reserve to take place, whilst its deposits and its 
notes in the hands of the public — that is to say, its liabilities 

— have remained undiminished. This has occurred, moreover, 
during a heavy drain of bullion, arid in a period of enormous 
imports, accompanied w r ith every indication of a prolonged con- 
tinuance of the adverse balance of trade. It is needless to 
observe that this course of procedure is in opposition to all 
ordinary rules of prudence in the conduct of banking operations. 
This mismanagement of its banking business by a concern of 
immense magnitude has been productive of its natural results 

— inconvenience and injury to the public interest. The natural 
tendency of money to rise in value during a drain of bullion 
has been checked, and from this circumstance, as also from the 
absence of any decrease of notes in the hands of the public, the 
full benefit which might have arisen from a more early and 
gradual correction of the drain of bullion has not been secured. 
This is the result of inconsiderate measures in its banking de- 
partment by a concern whose resources and operations are of 
such disproportionate magnitude to those of any other concern 
as to render them formidably powerful for good or for evil in 
their effects upon the general state of credit and of commercial 
transactions. The provisions, however, of Peel’s bill for secur- 
ing the convertibility of the Bunk note still remain in unimpaired 
force. The conduct of the Bank in its banking department 
cannot invalidate the efficiency of those provisions, although it 
may to some considerable extent affect the degree of incon- 
venience and pressure which will arise under their operation.” 

In stating that there were three courses open 
to the Bank , the writer must mean that the Di- 
rectors had not only the option but the power to 
act upon any one of them, diHctly and exclu- 
sively , according as it might suit their views. 
Believing, therefore, according to the currency 
doctrine, that it was, under the circumstances, 
incumbent on the Bank to contract its circulation , 
he blames the Directors for having pursued the 
course No. 3, instead of No. 2, which alyne, he 
contends, was adapted to the occasion. ^ 

The assumption of these three courses being open 
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to the Bank, offers an excellent opportunity of re- 
discussing the currency theory. As, however, I 
have already, in the preceding pages, gone through 
this task, I shall not weary my readers with a 
repetition of it, but leave it to the committees of 
the Lords and Commons already appointed, to in- 
quire, if they think fit, into the grounds for the 
opinions thus confidently expressed. 

After the first week of May there was a sensible 
abatement of the pressure. The Bank reserve 
was increased, and some addition, though small, 
was made to the stock of bullion in the two 
departments ; and the directors became more 
liberal in their accommodation. The announce- 
ment too, which had been recently received, of 
the intention of the Russian government to invest 
a portion of its treasure, to the extent of thirty 
millions of silver rubles, (4,750,000/.,)* chiefly 
in the public funds of France and England, re- 
moved the apprehension that the large forth- 
coming supplies of corn from Russia might create 
an adverse balance of payments, and a consequent 
renewed export of bullion from this country. And 
although the prices of corn were still advancing, 
as they had been through the greater part of the 
period of pressure, the season was favourable for 
the growing crops, and there was therefore less 
alarm than there had been about the prospect of 
the ensuing harvest. Towards the end of May, in 
consequence of large importations, the prices of 
corn gave way considerably. 

These circumstances tended to restore confidence 
to some extent. By the close of May, the period 
of great pressure and derangement of the money' 
market, in as far as alarm was an operative cause 
of it, might be considered to have terminated. 

* It is supposed that this sum includes about 1,500,000/., 
invested in French rentes, in March previous (vide ante, p. 72). 
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And with reference to this period, it may be re- 
marked, as a curious fact, that intensely severe as 
the pressure was, it was not attended with any 
commercial discredit. There were no failures ; or 
none that attracted any public attention. This 
absence of failures gave an appearance of sound- 
ness to the state of credit at that time, which the 
events of a few months later proved to have been 
deceptive ; and it is certainly somewhat difficult 
to understand how so many of the houses, which 
fell in September and October, stood their ground 
through the shock in April. As to some of them, 
it is not improbable that the very high rate of 
interest they had to pay, and the immense losses 
incurred by forced sales of produce, and other 
property, in order to meet their engagements during 
the period here alluded to, weakened them so much, 
as to render them unable to stand a second shock. 
I would be understood, however, merely to notice 
the circumstance of the absence of failures during 
the period in question, as a singular fact, without 
pretending to have the means of satisfactorily 
accounting for it. 

Although, at the end of May all, or nearly all, 
the immediate causes of the monetary derangement 
which had characterized the period in question had 
ceased, the rate of interest, botli at the IJank of 
England, and in Lombard Street, did not fall to 
the level from which it had risen in the two pre- 
ceding months. The continued demand for capital 
by the railway companies, in the shape 1 of calls and 
loans was, of itself, a sufficient cause for a higher 
rate.* There was, moreover, as connected with 

* Considering tlic prominence which lias been given to ’lie 
subject of the railway expenditure, it may bo worth while to 
reduce to a tabular form the official statement of the amount of 
that expenditure, given by the Chancellor of tlie Exchequer on 
introducing the bill for regulating raihvaj' companies, on ? he 
26th November, 1847. it is necessary to s&y in explanation of 
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the railways, an uneasy feeling prevalent, arising 
from the enormous extent to which the pro 
spective outlay on them was proceeding. And, 
in other directions, there were no clear grounds 
of confidence in looking to the future. As the 
period of the payment of the July dividends ap- 
proached, apprehensions began again to prevail 
with reference to the effect which that payment 
would have upon the Bank reserve. And when, 
at the end of July, it was found that a very 
decided reduction of it* had taken place, while the 
exchanges were wavering about par, there were 
strong indications of a tendency to renewed pres- 
sure. In order to repress the rising demand for 
advances, the Bank, somewhat out of its usual 

the last column of the following table, that it represents the 
gross expenditure diminished by one-fifth, that being the esti- 
mated proportion of the gross expenditure which is absorbed by 
the purchase of land, and the parliamentary expenses. The 
remaining fourfifths may be taken to represent the bona fide 
outlay on labour and materials. 


Years. 

Capital au- 
thorised to 
be raised. 

Capital 
expended. ■ 

Expenditure less 
£tli, leaving as 
actual outlay on 
labour and ma- 
terials. 

1840 

1841 

1842 

1843 

1844 

1845 1st half year " 

2d — 

1846 1st — = 

2d — 

1847 1st — 

2d — 

£ 

4.000. 000| 

3.500.000 

6.000. 000; 

4.500.000 
18,000,000 

59.000. 000 

124,000,000 

38.000. 000 

£ 

1.470.000 

2.980.000 

4.435.000 

6.100.000 
f 3,500,000 
1 10,600,000 
J 9,800,000 
\ 26,685,000 
1 25,700,000 

£ 

1.176.000 

2.384.000 

3.548.000 

4.880.000 

2.800.000 

8.480.000 

7.840.000 
21,348,000 
20,560,000-. 

257,000,000 

91,270,000; 73,016,000 


19th June, Bank notes and coin - ,€6,540,000 
31st July, „ „ - 4,440,000 
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course, gave, on Monday, the 2d of August, 
a semi-official intimation that, in future, the rates 
would be 5 per cent, on bills having one month 
or less to run, per cent, on two months’ bills, 
and 6 per cent, for longer dated paper, not ex- 
ceeding 95 days. On the following Thursday, the 
5th of August, these measures were confirmed, 
and a formal notice issued that the minimum rate 
was advanced from 5 to per cent, per annum. 
This movement of the Bank had a considerable 
effect in raising the general terms of accom- 
modation. 

The next alteration of the Bank rate of interest 
was on the 2d of September, when the directors 
announced that they would make the usual quar- 
terly advances till the 14th of October, at 5 per 
cent, per annum. This was followed on the 23d of 
September, by a notice, of some stringency, 
raising the minimum rate on two months’ bills to 
and on three months bills to 6 per cent. This 
alteration produced a very decisive effect, and may 
be described as the virtual commencement of the 
pressure of October. Consols, which had stood 
at 86^-, fell very rapidly to 85, and there was a 
palpable rise in the market rate of interest. On 
the 25th of September, the banking reserve had 
fallen to 4,704, 000?. ; and on the 1st of October, 
the directors adopted very stringent means for 
the protection of this fund. They intimated 
that 5^ per cent, would be the minimum rate 
on all bills falling due before the 15th of Oc- 
tober; and further, that they declined altogether 
to make advances on Stock or Exchequer bills 
The latter clause of the intimation produced violent 
excitement on the Stock Exchange. 

“ The effect of the announcement,” says the Economist , oi 
Saturday, the 9th of October, “made by the Bank on* Friday 
last, viz., that no further advances would be n\adc oil public 
securities, produced a severe panic on the Stock Exchange, on 
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Monday and Tuesday (4«th and 5th Oct.). Large orders were 
received, both from town and country bankers, to sell consols 
and exchequer bills in order to convert them into money. On 
Tuesday the pressure became so great, that while the price of 
consols was 84£ for the account, due on the 14th October, that 
for present money was only 83£, which difference indicated a 
rate of interest of 50 per cent, per annum, for the nine days ; 
while exchequer bills were currently sold at 30 $. discount, and 
in some cases at 35$., indicating a rate of interest of 7^ per 
cent, per annum, for the six months which they have yet to run. 
The rate of depreciation continued even greater on Wednesday 
morning at the opening of business, exchequer bills having 
been sold at 37$. discount, when the Bank intimated their 
willingness to advance on these securities to a limited amount, 
which immediately gave case to the market, so that at the close 
of that day they left off at 23$. to 1 7$. discount.” 

During the occurrence of these events a n<Kw 
and very important cause of monetary derangement 
came into operation, nan ely, commercial discredit. 
This began with failures in the corn trade, follow- 
ing each other, in rapid succession, from the 6th of 
August to the end of that month, and exceeding, 
in amount, any thing of the kind that had ever 
been experienced before in Mark Lane. It was still, 
however, considered that, with the exception of 
this branch of trade, (the losses in which, by the 
enormous fall in the prices of corn, accounted 
for the failures,) the general commerce of the 
country wi.s in a sound state. But this impres- 
sion was doomed to be lamentably dispelled by 
the events of the two months following. On the 
10th of September, the stoppage of the house of 
Gower, Nephews, and Co. was announced ; and 
this was followed by the successive fall of several 
other firms, of great importance from the ex- 
tent of their connections and the vast amount 
of their liabilities, during the remainder of Sep- ' 
tember and part of October. These mercantile 
failures, in mi inner, and in the amount of property 
involved in them, were beyond all precedent in 
the commercial history of this country. 

There was no failure of a bank (except the 
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unimportant firm of Cockbirms and Co., of White- 
hall,) till the 13th of October, when the sus- 
pension of the Abingdon Old Bank (Knapp and 
Co.) was announced. This, however, was speedily 
followed by others. Much alarm was excited on 
Monday, the 18th, by the stoppage of the Royal 
Bank of Liverpool ; a concern having a paid up 
capital of 800,000/., and standing in the first 
rank among the banking institutions of the king- 
dom. The immediate consequence of this event 
was to send down the price of consols 2 per cent., 
or from 79^ to 77^, which was the lowest point to 
which they fell. In the course of the following 
five days, other important bank failures took place 
at Liverpool, Manchester, Newcastle, and in the 
West of England. At Newcastle, the banking dis- 
credit was exceedingly severe, and the most im- 
portant bank of the district had a very narrow 
escape from a suspension of payments. 

The course of commercial events, from the be- 
ginning of August to the week ending the 23d of 
October, thus proceeded in an uninterrupted pro- 
gression of disaster, discredit, and dismay. At 
the close of that week, all circumstances tended to 
what is termed a crisis; not such a crisis as, by 
profanation of the term, has been applied to com- 
paratively slight cases, but to so critical a state of 
things as threatened to involve a total suspension 
of all business and of all payments. 

The reserve of the Bank of England had been 
reduced below two millions, being less by one 
million than its lowest point in April, against, 
more than thirteen millions of liabilities.* It 

* The following figures will show the amount of hanking re- 
serve and deposits on the days indicated : — 

Dates. Kcsorve. Deposits. 

ih- 17. jj ■ r 

lfith Oct. - - - 3, 070, (XX) - 14" I (JO, O(K) 

23rd Oct. - - - 1,990,000 •- 1 . 3,310,000 

30tli Oct. - - - 1,000,000'- 13,600,000 
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was then quite upon the cards that a few days 
more of the prevailing alarm, which was causing a 
general hoarding of bank notes and coin, might 
exhaust it altogether ; thus realizing the predic- 
tions of those who, with myself, had pointed out, 
as a not improbable effect of the act, if strictly en- 
forced, as it was intended to be, that the ridiculous, 
although lamentable catastrophe, might be wit- 
nessed, of the banking department being compelled 
to stop payment, while there were more than six 
millions of bullion in the issue department. Any 
further reduction, it was then manifest, must drive 
the directors to still more desperate measures, even 
to a denial of all discounts and advances whatever, 
and further, possibly, to making forced sales of go- 
vernment securities. 

During the progress of things to this critical 
state, representations and remonstrances, whether 
by deputations, or memorials, or petitions, were in 
vain urged upon the Chancellor of the Exchequer, 
to induce some relaxation of the obnoxious law. 
He was inexorable. The very important depu- 
tation of merchants from Liverpool, which waited 
upon ministers on Tuesday, the 19th, was dis- 
missed without the least indication of any intention 
on the part of government to interfere. So perfect 
a measure as the act of 1844 could not be in fault , 
and no alteration of it, therefore, was to be thought 
of. It was not until Friday, the 22d, or Saturdaj% 

Consols were at something above 79 ; exchequer bills at be- 
tween 20 s. and 30s. discount; bank stock at 178 to 180; and 
the difficulty of obtaining discounts in Lombard Street so 
great, that rates of interest of almost incredible extravagance 
were readily given upon first-rate paper having only a few 
days to run. In confirmation of this latter statement, I may # 
mention a circumstance which fell under my own immediate, 
observation. On Thursday, the 21st October, I happen to 
know that for the discount of about 10,000/. of City bankers’ 
acceptances, having not more than seven days before maturity, 
a rate of interest and commission was paid equal to 13 percent, 
per annum. 
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the 23d of October, that, at an interview of some 
of the leading City bankers with the head of the 
government, such a picture was drawn by them of 
the fearful consequences to be apprehended from 
further persistence in maintaining the existing re- 
striction; and these statements were so forcibly 
corroborated by the alarming intelligence from 
Newcastle, that the desired relaxation was at length 
conceded. 

Early on Monday, the 25 th of October, a letter 
was addressed, by the First Lord of the Treasury 
and the Chancellor of the Exchequer, to the 
(iovernor and Deputy Governor of the Bank, re- 
commending to the directors to enlarge the amount 
of their discounts and advances upon approved 
security, but suggesting that the rate of interest 
should not be less than 8 per cent. ; and undertaking 
to obtain an indemnity from Parliament should 
this course lead to any infringement of the exist- 
ing law.* 

Injudiciously conceived, and ungraciously ex- 
pressed, as were the terms in which this relaxa- 
tion was granted by the government, it was effec- 
tual for its main purpose. The barrier which had 
cut off the resource of the bullion in the issue 
department from the banking department, having 
thus been removed, all that part of the pressure 
and distress, which had prevailed for some weeks, 
arising from- alarm at the smallness of the Bank 
reserve, ceased immediately. Hoards of Bank 
notes and coin came forth, and although the rate 
of interest continued high, there was an end of 
the extravagant rates which had, in some instances, 
been charged; and merchants had an assurance, 
which they had not before, that what good bills 
they were in possession of would, although beyond 
Bank time, be available to meet their engagements. 
The immediate relief thus produced, while' it. fully 
* See Appendix. 
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justifies the government in having sanctioned a 
contingent infringement of the law, is the crowning 
proof of the impolicy of the act of 1844. 

Were the occasion less grave, it would he cal- 
culated to excite a smile to observe the great 
anxiety of ministers to justify their sanction of a 
contingent infringement of the law, when the real, 
and, as I conceive, the unanswerable charge against 
them, was that of having withheld it too long. 
The justification urged by the Chancellor of the 
Exchequer, in his speech in the debate of the 30th 
of November, affords grounds for the severest con- 
demnation, not only of the act of 1844, but also of 
the delay of government in affording the only relief 
from its operation that could be effectual. The 
description given in that speech of the state of 
things from the 2d to the 23d of October, and of 
the immediate consequences of the letter of the 
25th, is so graphic, and, at the same time, has so 
much of the stamp of authority for the facts, while 
it fully bears out my view of them, that 1 am in- 
duced here to extract the following passages from it. 

“When I eame to London on the 2nd of October, 1 found the. 
whole city in :i state of the greatest excitement ami alarm. For 
one clay, the continuation was at the rate of 60 per cent, per 
annum. 1 certainly never passed through so painful and 
anxious a period as the three weeks which succeeded that day. 
My time was occupied in seeing persons of all descriptions from 
the moment I came down 'in the morning until I went to bed at 
night. Parties came to me, and represented that it was per- 
fectly impossible that the loans could be repaid to the Bank ; 
that if the Bank relied upon such repayment for the payment of 
the dividends, they would be disappointed ; that the Bank dared 
not sell the securities on which the advances had been made, 
and consequently, that it was impossible that the public credit 
could be maintained during the next week. AVhat, however, 
was the fact? The next week came and the loans were repaid 
almost without an exception.* During- the whole of this period, 


* If it is meant by this remark of the Chancellor of the Ex- 
chequer that the representations were exaggerated, the simple 
answer is, that alarm is prone to exaggeration ; and the very 
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the Governor and Deputy-Governor of the Bank acted with 
extreme prudence and discretion, in dealing with these loans, 
and it is satisfactory to know that, on the whole, they were very 
punctually paid ; it is also a most remarkable thing, that at this 
period to which I am alluding, the Bank notes taken out of the 
Bank in the first four days of* the payment of the dividends, 
exceeded only by 300,000/. the amount taken out in the four 
corresponding days of the preceding year. It is an extraordinary 
fact, that in such a crisis, when the need of additional Bank notes 
is represented to have been so extreme , parties who might have 
claimed 7,000,000/. from the Bank during these Jour days , drew 
only 300,000 /. more than had been drawn in the four corre- 
sponding days in 1 846.* Thus ended the week of the dividends. 
On the following Monday the failure of the Royal Bank of 
Liverpool took place, and the intelligence reached London just 
at the moment when a better state of feeling was beginning to 
exhibit itself. The failure of that bank is obviously attributable 
to gross mismanagement. With a paid up capital of little more 
than 600,000/., they lent, if I remember correctly, no less than 
500,000/. to one house. Great apprehension was entertained 
also respecting an eminent broker at Liverpool, who, however, 
succeeded in obtaining assistance from the Bank of England. 
On the Thursday of this week, so far as London alone was 
concerned, there was every appearance of a somewhat better 
state of things, but there was a very great change in the 
character of the accounts from the country. The country had 
always been the greatest cause of apprehension, and on the 
Thursday, Friday, and Saturday, the accounts were very alarm- 
ing. Another bank at Liverpool, called, 1 think, the North and 
South Wales Bank, failed, and much anxiety was felt respecting 
others, more especially those in commercial districts ; for, except 
in one or two instances, the banks in agricultural districts were 
comparatively easy. A bank at Abingdon, and another in the 
West of England, however, failed, the latter of which it appears 
will be unable to pay more than a small dividend. Other failures 
also occurred elsewhere. Intelligence of the failure of a large 
bank, the Union bank at Newcastle, was received on the Thurs- 
day, and this caused a severe run on the District Bank in that 
town. 

“ Allusion was made on a former evening to the manner in 
which it is supposed that this bank obtained assistance, in con- 
sequence of the interference of the government ; but I can only 


alarm here described formed a very important symptom of the 
disease for which the remedy was then sought. 

* Is it possible to give a more striking instance of the fallacy 
of all the reasonings of the currency theorists on the importance 
attached to the amount of the note circulation as an efficient 
cause of any of the phenomena of trade, and credit^and prices ? 
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state that Mr. Richardson, the manager of that bank, came up 
to London to solicit assistance from the Bank of England, and 
returned without having obtained it. That in itself is sufficient 
to satisfy any person that the case of that establishment was 
not recommended to the favourable consideration of the Bank 
of England by the government. It is true that the bank was 
assisted to a large amount by the branch Bank of England at 
Newcastle, the manager of which was Mr. Grote, the brother of 
the gentleman of that name whom many gentlemen remember 
with pleasure as a member of this house. Mr. Grote, fearful 
of the ruin which the possible suspension of the District Bank 
might cause in the neighbourhood, took on himself the responsi- 
bility of affording it*, to a very large extent , by advances on the 
securities which they placed in his hands , the means of meeting 
a formidable run which was made upon it on Friday and the 
early part of Saturday . The measure was quite successful, 
and in the afternoon of Saturday many of the parties who had 
drawn out their money came to the bank and tendered it again 
in deposit, and the credit of the bank, of whose ultimate sol- 
vency there never could be a doubt, was re-established. About 
this time the sense of danger was seriously aggravated by an 
application for assistance to the Bank of England from some 
Scotch banks. It has always been supposed that the banks in 
that country rested upon so safe a footing that they were able 
to take care of themselves, and that, consequently, it would 
never be necessary for them to seek for assistance from the 
Bank of England ; but on this occasion the application was 
made, and certainly the statement laid before the Bank was of 
a nature to excite alarm; because, looking to the enormous 
amount of the deposits in the Scotch banks, however solid and 
sure may be the ultimate security of those establishments, the 
temporary embarrassment of any portion of them could not 
have failed seriously to aggravate the existing pressure in this 
country. The Bank of England was pressed directly fbr assist- 
ance from all parts of the country, and indirectly through the 
London bankers, who were called upon to support their country 
correspondents. The country banks required a large amount of 
notes to render them secure against possible demands, not so 


* What a reflection is this upon the Act of 1844, and upon 
the reluctance of government to interfere ! Sir Charles Wood 
takes credit for the fact that the government did not recommend 
the case of the District Bank of Newcastle to the favourable 
consideration of the Bank of England ; and he admits that blit 
for the boldness of Mr. Grote, the manager of the branch of the 
Bank of England at Newcastle, the District Bank would pro- 
bably have failed — a failure which at that critical moment 
would have caused ruin and confusion in that populous and im- 
portant neighbourhood. 
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much for payment of their notes, as of their deposits. Houses 
in London were applying constantly to the Bank for aid. Two 
bill-brokers had stopped, and the operations of two others were 
nearly paralysed. The whole demand for discount was thrown 
upon the hands of the Bank of England. Notwithstanding this, 
the Bank, as I before said, never refused a bill which it would 
have discounted at another time, but still the large mass of bills 
which under ordinary circumstances are discounted by bill- 
brokers, could not be negotiated. 

“ Puring this period we were daily, I may say almost hourly, 
in possession of the state of the Bank. The Governor and 
Deputy- Govern or at last said that they could no longer continue 
their advances to support the various parties who applied to 
them, that they could save themselves, that is, they could comply 
with the law, but that they could not do so without pressing 
more stringently upon the commercial world. 

“ At this crisis a feeling as to the necessity of the interposition 
of government appeared to be generally entertained, and those 
conversant with commercial affairs, and least likely to decide in 
favour of the course which we ultimately adopted, unanimously 
expressed an opinion, that if some measures were not taken by 
the government to arrest the evil, the most disastrous conse- 
quences must inevitably ensue. Evidence was laid before the 
government which proved not only the existence of severe 
pressure from the causes which I have stated, but also that it 
was aggravated in a very great degree by the hoarding on the 
part of many persons of gold and Bank notes to a very large 
extent, in consequence of which an amount of circulation, 
which under ordinary circumstances would have been adequate, 
became insufficient for the wants of the country. 

“ It was difficult to establish this beforehand ; but the best 
proof of the fact is in what occurred after we interfered. As 
soon as the letter of the 2oth of October appeared, and the panic 
ceased, thousands and tens of thousands of pounds were taken 
from the hoards, some from boxes deposited with bankers, 
although the parties would not leave the notes in their bankers’ 
hands. Large parcels of notes were returned to the Bank of 
England cut into halves, us they had been sent down into the 
country, and so small was the real demand for an additional 
quantity of notes, that the whole amount taken from the Bank, 
when the unlimited power of issue was given, was under 
400,000/. The restoration of confidence released notes from 
their hoards, and no more was wanted, for this trifling quantity 
of additional notes is hardly worth notice, I think, therefore, 
that I am fully Horne out in the assertion, that notes in the 
hands of the public wfcre amply sufficient for the purposes of 
trade, but that their circulation was paralysed by pgmic ; and 
this was the general purport of the representation which we 
received. Parties of every description made application to us 
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for assistance, with the observation, ‘ We do not want notes, 
but give us confidence.’ They said, * We have notes enough, 
but we have not confidence to use them ; say you will stand by 
us, and we shall have all that we want ; do anything, in short, 
that will give us confidence. If we think that we can get Bank 
notes, we shall not want them. Charge any rate of interest you 
please, ask what you like.’ 

“Mr. Spooner: 4 No, no.’ 

“ The Chancellor of the Exchequer : I beg pardon of the 
honourable gentleman, but I may be permitted to know what 
was actually said to me. I say that what I have stated was the 
tenor of the applications made to me. Parties said, ‘Let us 
have notes ; charge ten, twelve per cent, for them — we don’t 
care what the rate of interest is — we don't mean indeed to take 
the notes , because we shall not wanl! them — only tell us that we 
can get them , and this will at once restore confidence .’ 

“We have been asked, what was the change of circumstances 
which induced us to action Saturday, when we declined acting 
a day or two before. I reply, that the accounts which we re- 
ceived on Thursday, Friday, and Saturday, were of a totally 
different description from those which had been previously 
brought to us, and we were convinced that at length the time 
had arrived when, in the words of Mr. Huskisson, in the pamphlet 
to which I have already referred, ‘ the stagnant and straitened 
circulation of the country wanted life and aid, and became every 
day more embarrassed, whilst each new calamity, produced by 
such a state of things, contributed to spread and increase the 
general apprehension.’ It was on Saturday, and not before, 
that this conviction was forced upon us, and it was not till then 
that we felt it necessary to sanction a violation of the law. I 
took the greatest pains to sift the accuracy of the statements 
which were made to me. I do not wish to deny that I teas most 
unwilling and reluctant to interfere , but 1 felt that I should be 
utterly unworthy of the office which I have the honour to hold, 
if when the conviction was forced upon me that interference 
was for the public good, I had hesitated for one instant to do 
what I believed to be right in consequence of any opinions which 
I might have formerly expressed. 

“ Having determined to act, there was, of course, the question 
in what mode we should carry our intentions into effect. I do 
not mean that this question had to be considered after we had 
determined to act, for very soon after my arrival in town it be- 
came my duty to consider the matter, and we — that ip nfjr 
noble friend and myself — had made up our minds ns to the best 
course of action. I should have been glad if we could have 
taken any course which would have been equally efficacious 
without running the risk of inf ringing the Act of 1844.” 

The description thus given by Sir Charles Wood 
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of the imminent perils which awaited any further 
delay, and of the relief which so immediately 
attended the application of the remedy, was evi- 
dently intended to reconcile the more fanatical 
of the adherents of the Act of 1844 to the neces- 
sity of a conditional suspension of its provisions. 
And theii acquiescence was very reluctantly 
granted. During the height of the pressure, their 
language had been that of exhortation to the go- 
vernment to be firm in its resistance to all appli- 
cation for relaxation. They contended that, as 
the existing distress arose from the extraordinary 
expenditure upon railways, followed by the failure 
of the potato crop, entailing a great loss of the 
national capital, no interference of government 
could immediately supply that loss by the creation 
of fresh capital; that it might, indeed, authorise 
the Bank to create more notes, but that the effect 
of thus creating and issuing more 44 paper money ” 
would only be to reanimate speculation in rail- 
ways, and to raise prices, and by withdrawing gold 
from the issue department, to endanger the converti- 
bility of Bank notes. And that as to the existing dis- 
credit. the numerous failures which had occurred 
were the legitimate consequences of overtrading; 
and that to invoke a cessation or abatement of 
the hurricane then raging in the commercial world, 
would, if the prayer were granted, only delay the fall 
of houses which, for the common good, ought to fall. 

The late Mr. Windham, who was secretary at war 
many years ago, is reported to have exclaimed — I 
forget the precise occasion — 44 Perish Commerce, 
live the Constitution !” The language held by 
some of the currency theorists on this occasion, 
might not unfairly be construed into 44 Perish 
Commerce, live the Act of 1844 ! ” 

To the first of these objections to interference, 
the simple answer was, that though the govern- 
ment could not create capital, it might release that 
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which was withheld from use by the Act of 1844, 
in the issue department. And the event proves 
that none of the evils predicted followed the tem- 
porary removal of the restriction. 

With regard to the second objection, it may be 
observed that the letter of the 25 th of October, which 
stilled the storm, did not save weak, or even pre- 
serve from failure, or difficulty, some solvent, houses : 
— witness the failures and difficulties which unfor- 
tunately marked the month following the 25th of 
October. On the other hand, there cannot, I ima- 
gine, be the shadow of a doubt that, if that relax- 
ation had been withheld, there would have been, 
during the week commencing on that day, a state of 
things exceeding in the intensity of mercantile and 
banking derangement and distress even that which 
was felt during the memorable week following the 
12th of December, 1825, of which I shall have to 
give an account in the following section. 

Sir Charles Wood, in his speech of the 30th of 
November, entered into an elaborate statement of 
the causes which had led to the extensive failures 
which so disastrously marked the period from the 
beginning of August to the end of November.* In 
the main part of his exposition of those causes I am 
disposed to concur. There can be no doubt that 
the previous facilities of the money market, or, in 
other words, of banking accommodation, led to an 
unsound state of credit ; and in no branch of the 
commerce of the country has the extension and 
abuse of credit been more .signally exhibited, or 
attended with more disastrous results, than in the 
East India trade. There appeared in the Man- 
chester Guardian of the 24th of November a very 

* In the November number of the Banker i Magazine, page 
687, it is estimated that from the commencement of the month 
of August last, the total amount of liabilities which would have 
to be liquidated under the inspection of creditors, amounted to 
17,000,0001. Other computations have been made, which raise 
the estimate above 20 millions. 
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striking account of the manner in which that trade 
had, of late, been conducted. The whole of the 
article is too long for insertion, but the following 
extract from it will suffice for a general view. 

“ The India trade has been one huge system of credit. If 
goods were bought in Manchester, by a house in London, they 
were paid for by bills at six months’ date ; and, as soon as 
shipped, an advance was obtained again by a bill at six months 
for a large part of tlje first cost, by the consignee, who, again, in 
his turn, not unfrequently drew upon the house in India, against 
the bills of lading when transmitted. The shipper and the con- 
signee were thus both put in possession of funds, months before^ 
they actually paid for the goods ; and, very commonly, these 
bills were renewed at maturity, on pretence of affording time for 
the returns in a ‘ long trade.* Moreover, losses by such a trade, 
instead of leading to its contraction, led directly to its increase. 
The poorer men became, the greater need they had to purchase, 
in order to make up, by new advances, the capital they had 
lost on the past adventures. Purchases thus became, not a 
question of supply and demand, but the most important part 
of the finance operations of a firm labouring under difficulties. 

“ But this is only one side of the picture. What took place in 
reference to the export of goods at home, was taking place in 
the purchase and shipment of produce abroad. Houses in India, 
who had credit to pass their bills, were purchasers of sugar, 
indigo, silk, or cotton, — not because the prices advised from 
London by the last overland mail promised a profit on the prices 
current in India, but because former drafts upon the London 
house would soon fall due, and must be provided for. What way 
so simple as to purchase a cargo of sugar, pay for it in bills upon 
the London house at ten months* date, transmit the shipping 
documents by the overland mail ; and, in less than two months, 
the goods on the high seas, or perhaps not yet passed the mouth 
of the Hoogly, were pawned in Lombard Street, — putting the 
London house in funds eight months before the drafts against 
those goods fell due. And all this went on without interruption 
or difficulty, as long as bill brokers had abundance of money 
‘ at call,* to advance on bills of lading and dock warrants, and 
to discount, without limit, the bills of India houses drawn upon 
the eminent firms in Mincing Lane. But the first breath of dis- 
credit, the first great scarcity of money, has thrown the entire 
system into confusion. The first link that broke shattered the 
whole chain to pieces. But we fear, that in the fall, many 
houses deserving a better fate, actuated by more legitimate 
and bon& fide motives, have been carried away in the common 
wreck.” 

That there has also been a great deal of reckless- 
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ness in other branches of trade, has been made but 
too manifest by the painful disclosures to which so 
many of the late failures have led ; and that busi- 
ness, so conducted, must inevitably have a ruinous 
result cannot but be admitted. Accordingly, Sir 
Charles Wood is quite triumphant in replying to the 
persons whom he considers as asserting “ that those 
failures were occasioned solely by the stringent 
operation of the Act of 1844.” But I have never 
heard any one having the slightest acquaintance 
with commercial affairs allege that as the sole, or 
originating, cause of the extensive failures which 
have recently occuri’ed. He is, therefore, when 
rebutting that charge, fighting with a shadow, — a 
very convenient mode, according to approved par- 
liamentary tactics, of diverting attention from a 
weak point. The charge against the act is not 
that it was the originating cause, but that it 
greatly aggravated the operation of all the other 
existing causes of commercial failures and dis- 
tress. And it would pass my comprehension to 
conceive how any person of competent under- 
standing and knowledge could doubt that such 
must have been its effect, were it not that I am 
fully aware of the operation of a sectarian feeling 
for a theory, in blinding those who are under its 
influence to the most palpable evidence of reasoning 
and facts, if these are found to militate with the 
doctrines of the sect. 

According to the view which I have endeavoured 
to present, and which, I believe, to be perfectly 
correct, the operation of the Act has been to con- 
vert what would have been a moderate rise in the 
rate of interest, in April last, into an intense degree 
of panic, entailing most ruinous sacrifices of pro- 
perty. These sacrifices must have fallen with 
peculiar weight on the houses which stood -most 
in need of credit at that critical period, and cannot 
have failed to deepen the insolvency of those which 
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■were then insolvent, and also to weaken many which 
were solvent at that time, in such a degree, as to 
insure their fall in the second, and still more 
violent shock in the autumn ; so that, in that second 
shock, which was distinctly attributable to the 
absurd provisions of the Act, several houses fell 
which otherwise would have stood. 

Without, however, dwelling more upon these 
points at present, I propose to institute a compa- 
rison between the monetary derangement which 
has so fatally characterized the year 1847, with 
the ever memorable one of 1825. Lord Ashburton, 
writing in May last, when the phenomena of the 
shock just then subsiding were alone under ob- 
servation, expressed his opinion that there were 
strong traits of resemblance between 1825 and 
1847. Whatever may then have been the points 
of similarity, they are much more numerous, and 
strongly marked, now that we have the lamentable 
features of the commercial distress of last autumn 
to add to the picture. 


Section 18 Comparison of the Crises of 1825 

and 1847. 

In 1825 there was only one period of panic. 

In 1847 there were two such periods, broadly 
distinguished. 

In 1825 the Bank of England did not vary its 
rate of discount from 4 per cent, per annum (for all 
admissible paper), nor the term of the bills, during 
the whole progress of the drain upon its treasure, 
till the 1 3th of December, when the rate was raised 
to 5 per cent, per annum; but this advance was 
accompanied by an extraordinary extension of the 
amount of accommodation. 
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In 1847 the Bank of England varied its rate 
of discount thirteen times* ; but the published rate 
was only a minimum, and the variations of the 
actual rate charged, according to the number of 
days the bills had to run, (in no case exceeding 
ninety-five,) and their quality, were doubtless 
much more numerous ; and, at one time, the total 
amount of paper, admissible for discount, was 
limited. And in several of the instances, the rise of 
rate was accompanied by restrictive conditions. 

In 1825 the speculations were for the most part 

* The following is a statement of the alterations of the Bank 
rate of interest in the course of 1847. On the 1st of January, 
1847, the notice of the 27th August, 1846, fixing the minimum 
rate at 3 per cent, per annum on 95 days' bills was still in 
force : — 



1847. 

Per cent, 
per ann. 


1. 

14th Jan. 

H 

minimum on 95 days’ bills. 

2. 

21st „ 

4 

» » 

3. 

8 th April 

5 


4. 

15 th „ 

5 

omitting all stipulation as to the 
term of the paper. 

5. 

2nd Aug. 

5 

on 1 month bills; 5^ on 2 months ; 

6 per cent, above 2 months. 

6. 

5th „ 


minimum rate. 

7. 

2nd Sep. 

5 

on loans till 14th Oct. 

8. 

23rd „ 

*h 

on 2 months’ bills ; 6 per cent, 
on 3 months. 

9. 

1st Oct. 

H 

on every thing falling due before 
14tn Oct.; and total refusal to 
advance on public securities. 

10. 

25th Oct. 

8 

minimum rate under authority of 
the government letter of this 
date. 

11. 

22nd Nov. 

7 

minimum rate. 

12. 

2nd Dec. 

6 

yy ** 

13. 

23rd “ 

5 

yy 


And on the 27th of January, 1848,. the minimum rate was 
reduced to four per cent. 
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in loans and mining adventures, and other invest- 
ments abroad. 

In 1847 the speculations were chiefly directed to 
railways and other projected improvements at home. 

In 1825 there was no importation, or none worth 
mentioning, of foreign corn ; but notwithstanding 
the absence of this, which has been the frequent 
cause of a demand for gold for exportation, the 
foreign exchanges were so much depressed as to be 
the cause of a nearly continuous drain on the 
bullion of the Bank till near the end of the summer 
of that year. 

In 1847 the importations of corn, flour, and meal 
were of unprecedented magnitude and value, and 
were the immediate cause of the depression of the 
exchanges, which led to a sudden and great de- 
mand for gold for exportation. This ceased by 
the end of April, and was slightly renewed in July 
and August, but thenceforth ceased altogether. 

In 1825 the foreign drain was not counteracted 
by any operation of the Bank Directors*, which I 
am ready to admit that it ought to have been. 
It was suffered to run its course; and might 
therefore be said to have ceased of its own accord ; 
that is, by simple efflux, towards the close of the 
summer. 

In 1847 the foreign drain was counteracted by 
the most violent efforts of the Bank of England ; 
and ceased after the early part of August. 

The two periods agree in the circumstance that, 
after the demand for gold for exportation had 
ceased, there supervened a drain upon the bullion 
in the Bank by an internal demand for gold. 

In 1825 banking failures, and a state of com- 


• Unless the sale of about one million in exchequer bilb in 
September be considered in that light. 

See Mr. Harman’s evidence, Bank Charter Report, 1832. 
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mercial discredit, preceded and formed the earlier 
stage of the panic.* 

In 1847 the panic of April was not preceded, or 
accompanied, or immediately followed by mercan- 
tile or banking failures, or by any appearance of 
commercial discredit. It arose from a rapid con- 
traction of banking accommodation ; and was aggra- 
vated by the fear of still greater restriction from 
seeing the narrow margin of the Bank reserve. 

The panic of October 1847 had more features of 
resemblance to that of 1825; having been accom- 
panied and much aggravated by commercial dis- 
credit and distress. 

When the two panics of 1847 were at their 
height, the bullion in the Bank of -England 
amounted to about nine millions ; whereas in the 
crisis of 1825 it was reduced to about one million. 

Both in 1825 and in 1847 the tendency to specu- 
lation, and to an undue extension of credit, was 
preceded, and probably caused, and most certainly 
was favoured and promoted, by the low rate of 
interest which had existed for some time previously; 
and this low rate of interest was apparently pro- 
longed, in each case, by the operations of the Bank 
of England. 

The greatest variation, on each occasion, in the 
price of 3 per cent, consols was, from the highest, 
28th of April, 1824, 97 j, to the lowest, 14th Feb- 
ruary, 1826, 73£ ; and from the highest, December 
2, 1844, lOlij (with div.) to the lowest, October 
1847, 77b 

In the autumn and winter of 1824-5, the Bank, 
when its stock of ’bullion was declining, when 


* Here, however, it is requisite to bear in mind an important 
difference between the state of the bank-note circulation as it 
was in 1825 and in 1847. At the former period, the small notes 
of the country banks were still in circulation in England and 
Wales; and it was through this medium that the severest part 
of the run was brought to bear upon the country bankers. 
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already the spirit of wild speculation which reached 
its acme a few months afterwards, was showirig 
itself, and when assuredly no increase of banking 
accommodation could be really wanting, extended 
its securities from 20,904,530/. on the 31st of 
August, 1824, to 24,951,330/. on the 28th of Feb- 
ruary, 1825. 

It is true that the engagements between the 
Bank and Government, which led to the greater 
part of that increase, had been entered into* 
while (January, 1824) the stock of bullion was 
very large, viz. 14,200,000/.; but still the fact 
remains that those operations prevented, or, at 
least, retarded a rise in the market rate of interest. 
If the Bank had not taken the dead weight, the 
Government must have resorted to a loan. And 
if the Bank had declined to engage to pay off the 
dissentients on the reduction of the 4 per cents to 
3,1 per cent, either that measure must have been 
postponed, or some equivalent must have been re- 
sorted to. In either case there would have been 
less facility in the money market ; in other words, 
some rise in the rate of interest ; which, at that 
time, could not but have had a salutary effect in 
checking, in some degree, the then rising spirit of 
speculation. 

The reduction by the Bank of its rate of in- 
terest, immediately on the act of 1844 coming into 
operation, and in accordance with what was then 
understood to be the spirit of that act, had, as 1 
have before observed, the effect of extending the 
railway speculations then manifesting themselves. 
And there can be no doubt that tin; same facility' 
of banking accommodation favoured the undue 
extension of credit, in other undertakings, both at 

* The purchase of the dead weight annuity had born agreed 
for by the Bank in 1823 ; and the undertaking ip pay oil’ the 
dissentients from the reduction of the 4 per cent, stock to 3^ per 
cent, had been entered into in January, 1824.^ 
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home and abroad. Both in 1825 and in 1847 the 
expansion of credit, the abuse of which caused the 
commercial embarrassments of those periods, had, 
in some degree, been promoted by the conversion, 
in the two or three years preceding, of a large por- 
tion of the government stocks into lower deno- 
minations of the interest payable on them.* In 
such cases, a feverish anxiety is apt to prevail 
among those who, rather than submit to the re- 
duced rate of interest, have consented to be paid 
off ; and having been thus, in a manner, forced out 
of government securities, they seek investments 
which, while 
more hazard. 

In 1825 there had been extensive speculations in 
produce other than corn, both by purchases on 
the spot, and, to a greater extent abroad for 
importation. 

In 1847 there were not, and had not recently 
been, any speculations in commodities or produce 
other than corn. There had been some speculation 
on the short cotton crop of the United States in 
1846, but it had ceased soon after the close of that 
year (see page 71, anti). Corn speculations had 
been engaged in to an enormous extent. 

In 1825 the market rate of interest was lower, 
exclusively of the period of panic, than in 1847 : 
the higher rate in the latter year being mainly 
attributable to the extraordinary absorption of 
capital in railways. 

In 1847 each of the two panics of April and 
October was of longer duration than the single 
panic of 1825. 

In 1825 the great severity of the pressure can 
hardly be said to have been of longer duration 
than about three weeks. It may be considered 
to have begun with the announcement of the 

* The reduction of the new 3£ per cents, was effected in 
1844 . 


promising a larger income, involve 
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failure of the Bank of Sir William Elford and Co. 
at Plymouth; but the greatest alarm and dis- 
credit occurred in the interval of about a fortnight, 
ending the 19th of December. During that interval 
the intensity of suffering was greater than in the 
equal interval, ending the 23d of October, 1847. The 
following extracts from the file of the Times news- 
paper in 1825. afford striking specimens of the 
intensity of the panic, and the prodigious sacrifices 
of property which were made, chiefly, it was 
understood, by bankers, in order to sustain them- 
selves against the suddenness of the demands then 
made upon some of them. 

“ Friday , 9th Dec., 1825 — (City article.) The failure of the 
banking house of Wentworth, Chaloner, and Co., of 25 Thread- 
needle Street, was announced yesterday. The firm is identical, 
we believe, with two banks in the country — one at Wakefield, 
and the othssr at York — which will of course stop payment also, 
as soon as the intelligence shall reach them. As a London house, 
their business seems to have been chiefly confined to the agency 
of the banks in Yorkshire, so that as far as the city is concerned, 
its failure is considered an event of no great importance. In 
the country, however, the calamity cannot fail to prove a very 
serious one, as their local notes were in very general circulation 
among the small manufacturers. 

“Saturday, I Oth Dec., 1825. — (City article.) — Yesterday 
was a day of comparative tranquillity in the city, no commercial 
disasters of importance having transpired, and men in general 
finding consolation, as is usually the case, from the absence of 
any thing detrimental. * * * * 

“It is understood that the panic produced by the failure of 
Wentworth and Co. caused a run yesterday on several of the 
London bankers, but they were all perfectly well prepared to 
meet it, and no inconvenience whatever followed. * * * 

“On the Stock Exchange the natural consequences of a quieter 
state of things out of doors was produced. The market was 
steady throughout the day, and whatever variation occurred, 
both in the foreign and English funds, was chiefly in favour of 
improvement. The only exception was in exchequer bills, 
large amounts of which were sold by the London bankers. 

“ Monday , 12th Dec., 1825. — (City article.) — Consols for 
the January account closed on Saturday at about one half per 
cent, lower than on the preceding day, having left off at 8 «‘l£. 
The market had been particularly buoyant in the early part of 
the day, when the same stock reached 84. . It appears 



836 crises of 1825 and 1847 . 

that the extreme difficulty in procuring accommodation on com- 
mercial bills (indeed, the scarcity of money was so great, that 
discount was refused, in some cases even on Navy bills,) had 
compelled many merchants and bankers to resort to the stock 
market, where 3 per cent. Reduced, and Exchequer bills to a 
very large amount were sold. The stock maintained its value, 
notwithstanding the large amount poured in ; but Exchequer 
bills fell to a discount of 35*. 

“ Tuesday , 13th Dec ., 1825. — (City article.) — An indescrib- 
able gloom was diffused through the city yesterday morning, by 
the knowledge of the fact, previously suspected, that the house of 
Sir Peter Pole, Thornton, and Co., of Bartholomew Lane, 
bankers, did not open for business. The house was among the 
most considerable in London, the firm being agents for no less 
than forty-seven provincial banks. * * # It ought to be 

observed, since the declaration can no longer be injurious, that 
this is the house adverted to on a former occasion as having 
received assistance from the Bank, on laying before the directors 
such a statement of their affairs as was admitted at the time to 
be satisfactory. The amount advanced by the Bank is said to 
have been near 300,000/., and that sum, it was alleged, would 
be sufficient to secure the house against any further danger. 
In a week from that time, however, the firm has suspended its 
payments. * * * * The letters from the country brought 

intelligence of the failure of two provincial banks, one at Hud- 
dersfield, the other at Maidstone ; the latter was one of the 
agency banks of Pole and Co. * * * * An extraordinary 

number of country bankers from all parts of England were in 
town yesterday, either for the purpose of procuring specie and 
bank notes as a protection against a run upon them, or to ascer- 
tain by their own observations the state of affairs among their 
London friends. Several of them were to be seen in most of 
the leading banking houses, anxiously waiting their turn for an 
interview with the principals. * * • * The gloom without 

doors, and the events which produced it, were sensibly felt at 
the Stock Exchange. Such was the pressure to effect sales of 
exchequer bills, that those securities not only fell to an enormous 
discount, but the brokers who deal in them, and who are few in 
number, became so much alarmed, that they closed their books, 
and actually refused for a short time to engage in any transac- 
tions whatever. At that period the current quotations were 
50s, discount, but some purchasers at that price having appeared 
in the market, the brokers took courage, and business went on 
ns usual. The discount afterwards fell to 60$., and even on 
those for which money may be obtained at the Exchequer at a 
day’s notice the discount was 25$., in other words, a holder pre- 
ferred receiving his 100/. minus 25s. to-day, rather than wait 
♦ill to-morrow to receive his 100/. in full. India Bonds were 
at 45$. discount ; Three per Cents. Reduced fell to 79, and 
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Three-and-a-Half per Cents, to 84£ ; sales being particularly 
pressed in those stocks, the books of which are still open for 
transfers. The same facility, however, was given at the Bank 
as was done on Saturday in making transfers of Three per Cent. 
Consols ; and such transfers were effected to a large amount, 
though at a sacrifice of 1 per cent, or more, as compared with 
prices for the opening in January. 

“Wednesday, 14th Dec., 1825.— (City article.) — The agitation 
and alarm in the City have as yet experienced no abatement. At 
an early hour yesterday morning it was announced that another 
London banking house had suspended its payments. * * * 

Some of the houses in Lombard Street and its immediate neigh- 
bourhood were also besieged with crowds of people on some false 
alarm given — a manoeuvre, which appears to have been adopted 
for the purpose of picking pockets. In one instance, as we have 
heard, on Monday evening, a house which had closed its shut- 
ters on account of the fog and lighted candles, was actually for 
no other reason reported to have stopped payment. * * # * 
The difficulty of raising money on stock, bills, or any species of 
security, whether private or public, is entirely without example 
in the City of London. The rate of interest, wherever any 
species of accommodation is afforded, cannot be estimated in 
some cases at less than 50 per cent. As the usury laws form a 
bar to ordinary transactions of this nature, various plans are 
said to be adopted to evade their operation. For example, the 
current price of Consols for the January account being 83, any 
person wishing to convert that stock into ready money would 
not obtain offers for it at more than 79. At that rate the money 
for it is paid, and as soon as the transaction is completed the 
purchaser can sell the same stock for the January account at 4 
per cent, advance. He will receive his money for it in the 
middle of January, and thus gain more than 50 per cent, per 
annum for its use in the intermediate period. * * * * j n 

the foreign exchanges an advance was produced by the scarcity 
of money. 

“ Thursday , 15th Dec., 1825. — (City article.) — Another day 
of agitation and alarm lias passed over the City. As early as nine 
o’clock in the morning, the hour at which business commences in 
the London banking houses, it was ascertained that two of them 
had suspended their payments. * * * * The Bank directors 
assembled again yesterday, and displayed much energy in ad- 
ministering to the relief of the persons who made applications in 
various forms for assistance. Among the first of them was an 
eminent country banker, who had been in town the whole of 
Tuesday, vainly endeavouring to raise 50,000/. on securities 
worth double that sum. * * * * The Bank directors have 

also given way on a point respecting which they have hitherto 
resisted all applications, Viz., in lending money on the security 
of Government or of Bank Stock, and large sums wer^ yesterday 
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advanced on such securities, particularly to country bankers, 
who had to state that they were wholly unable to convert them 
into money in the open market, except at enormous sacrifices. 
* * * * The Stock Exchange exhibited the same scene 
yesterday as on the two preceding days. The interest of money, 
as derived for the ‘continuation’ in stock, or the difference 
between the price for immediate transfer and for the account, 
was greater than in any former instance. A sale of Consols 
for money was made at 76-| *, when the price for the opening was 
82 J, which would yield interest at the rate of 70 per cent, per 
annum. 

“ Friday y 16th Dec ., 1825. — At the Stock Exchange yesterday 
afternoon a large amount of 4 per cent, stock, the books of 
which are now closed for the dividends, was offered for sale. 
The condition was, that it should be paid for immediately in 
Bank notes, and a large sacrifice in the price would be made 
for that accommodation . The bargain was struck at 93 ; but all 
the money in notes the jobbers in that stock could raise was 
50,000/., though it had been intended to sell a much larger 
amount . No doubt can be entertained, from the nature of this 
transaction, that it was effected for a country banker, to whom 
immediate supplies were indispensable : but the extraordinary 
sacrifice made may be estimated when it is remarked that the 
party could have sold the same stock for the next day at 97, 
and probably at 102 h for the opening of the books in January . 
The Bank, as usual, allowed the priva' j transfer, the necessity 
of which accommodation is now so fully established that it is 
granted as a matter of course. 

“ Monday , 19tli Dec ., 1825. — (City article.) — It was reported 
in the city, late on Saturday afternoon, that at the Cabinet 
Council held on Friday evening, and which sat till near two 
o’clock on the following morning, the determination was adopted 
of suspending for a short time payments in specie at the Bank. 
We cannot pretend to state that such was absolutely the case ; 
and the false alarms which are circulated at this period require 
that every piece of information should be very cautiously weighed 
before it is given to the public ; but we receive this from a 
quarter in which we are so accustomed, from long experience, 
to place reliance, that we feel fully justified at least in mention- 
ing it. Rumour adds that the measure is not only to be tempo- 
rary, but that the power of acting under the suspension of legal 
payments is not to rest solely with the court of directors, a 
board of control being to be appointed to regulate the issues of 
Bank notes. v 

u The sacrifices made on sales of Consols for money continue 
to be enormous, and prove that there has been no abatement 


* As this price included the dividend due in January, it 
would be about 75 ex. div. 
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hitherto of the unexampled scarcity of money in the City. 
Late on Saturday afternoon a sale of Consols for money was 
made at 77, the purchaser of which immediately sold them for 
the opening in January at 81-J, thus gaining 4£ per cent, per 
mensem for the use of his capital. 

“ Tuesday, 20th Dec., 1825. — (City article.) — Yesterday 
morning, at 10 o’clock, a letter from J. C. Herries, Esq., dated 
Treasury Chambers, Dec. 17th, was read at the Bank, in which 
notice was given that Government has raised the interest of all 
exchequer bills outstanding to 2d. per cent, per diem , and that 
the increase is to take place from yesterday. It will be recol- 
lected that the exchequer bills of a particular description, viz., 
those dated in October, November, and December, 1824, have 
been called in, the holders having the option of money, or new 
bills at 2d. per cent, per diem. The advance of interest, there- 
fore, becomes general over all the issue. It is evident, however, 
that in the present state of the money market such an advance 
must be perfectly nugatory, as was sufficiently proved yesterday 
on the circulation of this notice, after which exchequer bills fell 
to a discount of 80s. Indeed, had the interest been advanced to 
3d. it is obvious that the bills could have found few purchasers 
in a market where, owing to the exigency of the moment, 
capitalists are enabled to make a profit of 50 per cent., and, con- 
sequently, must have been at a discount. It had been far better, 
therefore, to leave those securities in their present state, than 
to betray weakness by thus altering the interest on them with- 
out effect. 

“ Wednesday , 21st Dec., 1825. — (City article.) — The im- 
provement was pretty general yesterday in every description of 
Government security. Consols for January opened at 79 V, and 
declined to 79£, but experienced shortly afterwards a rapid 
advance to 80^, and after declining to 80, left off with a firm 
appearance at 80g buyers. In the 3.^ per Cents, a very rapid 
advance occurred, that stock having opened at 81 J; then, with 
scarcely any intermediate price, it rose to 85, and closed at 87. 
The 3 per cents. Reduced left off at 79. Exchequer bills after 
having been at 85s., closed at 25s. discount ; and India Bonds, 
which opened at 7 5s., closed at 25s. discount.” 


On the state of things in 1825, the following 
remarks by Lord Ashburton, who was called into 
counsel with the government on occasion of the 
extreme pressure felt ir December of that year, 
cannot but be allowed to be of great interest. 

“ The withdrawing of the metals from the coffer s-of the Bank 
will be determined by one of two causes : — 
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“ 1st. Either by a panic and distrust, commercial or political, 
within the country ; or, 

“ 2ndly. A demand to send them abroad, in consequence of 
an unfavourable state of the foreign exchanges. 

“In 1825 the drain was entirely of the former description.* 
The exchanges were favourable ; there was no demand upon us 
from abroad ; but the Bank was exposed, not to a partial drain, 
but to being completely exhausted and run dry ; and as I was 
on that occasion called in to counsel with the late Lord Liver- 
pool, Mr. Iluskisson, and the Governor of the Bank, the symp- 
toms and their treatment are very distinctly in my recollection. 
The case was this. Adventures of the most wild and hazardous 
description, assisted, though it can hardly be said that they were 
created, by facilities given by the Bank, were followed by an 
entire prostration of the credit ot all parties, with the single 
exception of the Bank of England. Private bankers in town 
and country fell in numbers, and the panic naturally consequent 
on such a state of things produced a rush upon the most wealthy 
and solid establishments by all who had claims upon them, 
either by holding their notes or as depositors ; and it is worthy 
of remark that the claims of the depositors were always the 
most formidable. They called for their hundreds, while the 
holders of notes, though more numerous, came for single pounds. 
This sudden alarm, stopping in the first instance all circulation 
of credit, obliged every country banker to draw from London 
all the sovereigns out of the Bank ; and the extent of their de- 
mand will be best explained by the statement of one of the 
most wealthy and respectable of those bankers to me, that he 
could not sleep till he had gold in his house for every note he 
had out. It may well be supposed that this was not accomplished 
without great sacrifices ; but to a banker no price is too dear 
for the maintenance of the purest credit, and even at this mo- 
ment the public will never know the individual losses occasioned 
by the present pressure : these are secrets which few are able to 
make public with impunity. 

“ The gold of the Bank was drained to within a very few 
thousand pounds; for although the public returns showed a 
result rather less scandalous, a certain Saturday night closed 
with nothing worth mentioning remaining. The application 
made to Lord Liverpool was for an Order in Council to do that 
which necessity seemed about to accomplish — the suspension of 
cash payments ; and this gave rise to the conference 1 have 
mentioned between Lord Liverpool, Mr. Iluskisson, the Goveyncfr, 
of the Bank, and myself. 

“ We recognised at once the following facts in this case — for, 
as has been already observed, the position of things in. cases of 
alarm and pressure are seldom or never exactly similar. 


* This is not quite correct. The exchanges were adverse, 
and the demand was from ah: ;>uJ, till after July. 
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“ The credit of the Bank for all domestic purposes was per- 
fect. There was no man in the country who was not ready to 
take its paper as a means of circulation, and to give even his 
gold for it, the moment he was assured that his neighbour would 
take it from him again. The gold >vas not wanted to send 
abroad ; the state of the foreign exchanges forbade it ; there 
was, therefore, no fear of depreciation of paper. The necessity 
and pressure were purely domestic : what was wanted was 
something which everybody was disposed to trust as a substitute 
for what everybody distrusted ; and the paper of the Bank of 
England answered in such a state of things the purpose as well 
as gold — -it may be said to have done so eveil better, as being 
more transmissible, and reaching more readily and rapidly the 
points where it was wanted. 

“In this state of things the remedy for the difficulty was 
obvious, and unanimously agreed to by us. Although the Bank 
had no specie left, a large additional issue of notes was made, 
and about 1,500,000/., of those of 1/.*, which were accidentally 
found to be in existence, were circulated : the relief was imme- 
diate, the country received a circulating currency in which 
everybody had entire confidence, and the useless gold was re- 
turned to the Bank. The notes by this proceeding were in- 
creased from 19,7-18,000/. in December, 1825, to 24,479,000/. 
in March, 1826; and having served to relieve the pressure, 
they gradually subsided before the cud of that year to their 
ordinary amount again of 19,951,000/., while the bullion in the 
Bank was successively increased by this increase of paper in 
opposition to the theory of 1844, which presumes from such 
cause a necessary diminution. 

“It hardly necessary that I should guard myself from being 
supposed to maintain that an increased issue of paper is an in- 
variable remedy against a drain of specie ; but what I do main- 
tain is, that it was the fit remedy for that particular case, and 
that it was undeniably proved to be so by 'the result, while a 
contrary treatment might have suited a drain caused by adverse 
exchanges. But the Act of 1844 says that all cases of drain 
shall be treated in the same manner ; that there shall be no dis- 
cretion or judgment allowed as to causes; and my reason for 
dwelling so long on the case of 1825-6 is to substitute for 
speculative reasoning a clear proof that the Act of 1844 not 
only would not have suited that case, but would have aggravated 


* The amount of 1/. notes immediately applicable did not 
exceed the sum of 700,000/. to 800,000/. There had been an 
amount of near 400,000/. long outstanding, and apparently not 
in circulation ; and further sums were prepared afid issued in 
the spring of 1826, making the amount altogether* between 
1,500,000/. and 1,600,000/. 
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all the difficulties ; that it consequently is not of universal 
application, and therefore cannot, without danger, be suffered 
to govern indiscriminately our circulation. 

“ I think I might stop here, and hold that I had proved 
enough by positive facts and results, and not by mere brain- 
spinning, the fallacies on which this Act is founded. Its iryi- 
chinery does not suit the case of pressure on the Bank from 
domestic distrust and panic, and these must always be a large 
and formidable portion of our monetary visitations. It may 
also be shown, though perhaps not by the same pregnant proof 
from past facts, that it is not always suited as a remedy for the 
other causes of a drain of the Bank’s coin. It must be admitted 
that the difficulties under which we are now labouring have no 
reference to the causes I have before mentioned of domestic dis- 
credit existing in 1825 ; on the contrary, the commercial credit 
of the country is truly said to be more than usually sound*, but 
the circulation of that commerce never was more severely dis- 
tressed, and that mainly by the operations of the Bank, acting 
under the terrors of the law by which it is fettered.” — (. Finan - 
rial and Commercial Crisis Considered , pp. 11-1 5.) 

From this statement by Lord Ashburton, it 
might seem that the measure carried into effect by 
the Bank of England, on the 13th of December, of 
granting an enormous and almost indefinite exten- 
sion of accommodation in the way of discounts 
and advances, was not only sanctioned but sug- 
gested by the Government. According to the 
evidence of Mr. Harman and Mr. Palmer, however, 
the Government took no responsibility, but threw 
the whole of it on the directors. But whether the 
design of the measure originated with Government 
or with the Bank directors, the merit of it was very 
great. It was as judicious as it was bold; and it 
proved to be eminently successful. There cannot, 
I think, be a doubt, but that it averted the neces- 
sity of a suspension of cash payments. 

The lowest amount of the Bank treasure was, on 
the 24th of December, viz. 

Coin - - - 426,000/. 

Bullion - - - 601,000/. 

1,027,000/. 


This was written early in May, 1847. 
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But according to the evidence of tb governor of 
the Bank*, the demand had so far ceased by the 
seventeenth of that month, that the directors 
thenceforward felt easy. 

The accidental discovery (for such it was said 
by Mr. Harman, in his evidence in 1832, to have 
been) of an amount of 11 . notes, which had been 
put away in the Bank, was, doubtless, a fortunate 
circumstance ; for although the sum was not large, 
(between 7 and 800,000/.,) it served to meet the 
peculiar difficulty of that time, which consisted in 
an extensive discredit of the small note country 
circulation. And it is probable that it had an 
immediate, and very great effect in stopping the 
demand from the provinces for gold. Alone, how- 
ever, it would have availed but little towards 
relieving the intensity of discredit and distress 
which prevailed in London, and in the great 
trading and manufacturing towns of the kingdom. 
The measures of the Bank for relieving these were 
on the largest scale. Discounts, loans, and ad- 
vances were made upon all descriptions of secu- 
rities that had any pretension to solidity. Upon 
this point I may cite the evidence of Mr. Hannan f, 
who was a director at that time. 

“2217. Will you describe tlie manner in which the Bank 
lent its assistance at that time ? — AYe lent it by every possible 
means, ami in modes that we never had adopted before ; we 
took in stock as security ; we purchased exchequer bills ; we 
made advances on exchequer bills ; we not only discounted out* 
right, but we made advances on deposit of bills of exchange to 
an immense amount ; in short, by every possible means con- 
sistent with the safety of the Bank ; and we were not upon some 
occasions over-nice ; seeing the dreadful state in which the 
public were we rendered every assistance in our. power.” 

And of Mr. Hoi'sley Palmer, Avho was also then 
in the direction : — 


Bank Charter Report, 1832, page 405. 
Bank Charter Report of 1832. 
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“ 5 83. You have stated, generally, that you conceive that 
under circumstances of* particular pressure in London, a Bank, 
composed as the Bank of England is, of commercial men, could 
afford facilities which a government bank could not afford — do 
you think that in the year 1825, at the period of the panic, if 
there had been a government bank in existence, managed by 
commissioners, they could have afforded the same facilities, and 
would have been willing to have run the same risks to relieve 
the credit of the commercial body in London that was done by 
the Bank of England at that period ? — I do not think it could 
have been readily managed by commissioners, when I see the 
magnitude of the aid which was given on that occusion. I see 
from the paper in my hand \ that upon one occasion , on the Stk 
Dec., 1825, the discounts of the Bank were seven millions and a 
half; on the 1 5th they were eleven millions and a half; on the 
22 nd , the next week , they were fourteen millions and a half; 
and on the 29th they were fifteen millions . The number of 
bills discounted in one day were 4200. 

“ 584. Can you state how low the amount of commercial dis- 
counts was before it rose to that emergency ? — On the 3rd of 
November they were 5,000,000/. 

“585. So that they rose from 5,000,000/. to 15,000,000/.? 
— Yes. 

“596. Did not the Bank in 1825 and 1826 run considerable 
risks with regard to the securities they took, looking rather to 
the relief of the money market, than examining very closely 
into the securities they received ? — From the magnitude of the 
advance some considerable risk must necessarily have been in- 
curred, but I cannot state what the actual loss was. 

“ 597. Do you believe that it runs a risk greater than was 
likely to have been undertaken by private individuals in dis- 
counting ? — Certainly ; inasmuch as advances were made upon 
the simple deposit of title-deeds , without having the power of 
examining them , relying upon the credit of the parties to whom 
the property was stated to belong 

The effect of this seasonable aid was soon felt in 
the removal of the more urgent symptoms of the 
distress and discredit, which were, at that time, 
felt chiefly among the bankers, both in town and 
country, and which entailed such enormous, sacri- 
fices as we have seen in the sales of Government 
stocks and exchequer bills. 

The vast extent of accommodation thus afforded 
by the Bank, accompanied with an additional 
increase to its circulation of more than eight mil- 
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lions*, had not only no depressing effect on the 
foreign exchanges, but was attended with a great 
rise of them.f 

While, however, this intervention of the Bank of 
England was so effectual for its object of filling the 
chasm in the circulating medium caused by so 
extensive a failure of credit, it did not operate 
as a preventive of mercantile failures. These were 
numerous and extensive in January 1826, and con- 
tinued into February. Urgent applications were 
made to Government to relieve the mercantile dis- 
tress by loans of Exchequer Bills. This they 
steadily refused to do. But as some compensation 
for their refusal, they induced the Bank, with con- 
siderable difficulty, to consent to make advances, 
to the extent of three millions, on goods in ware- 
houses at Manchester, Glasgow, and some other 
considerable towns. The amount, however, ad- 
vanced in this way was less than 400,000/. (See 
Appendix to Bank Charter Bcport, p. 43.) 

I have been induced to dwell, at some length, on 
the circumstances attending the great monetary 
derangement of 1825, not only because a com- 
parison between that period and 1847 is frequently 
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The sudden improvement of the Exchange in December is 
full v accounted for by the difficulty of negotiating bills at almost 
any price. The same thing occurred, but in a more marked 
degree, in October, 18*17. 
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drawn, but because it affords me an opportunity 
of observing, that I am ready to confess that in the 
view which I took, in some former publications of 
mine, of the conduct of the Bank on that occasion, 
I hardly did justice to it. I admitted, indeed, that 
it was successful. That of course, could not be 
denied. But I expressed myself with hesitation 
as to its wisdom, considering it to have been 
empirical, hazardous, of doubtful precedent, and 
justified only by the event. Looking back to the 
period, now twenty-two years ago, when I first 
commented upon that measure, in a rather dis- 
paraging tone, and to a more recent period, now 
more than ten years since, when I had again occa- 
sion to remark upon it, less disparagingly, but not 
fully approving, I consider myself entitled to plead 
the lapse of time, and the experience derived in the 
interval, as my justification for the more unqua- 
lified approbation which I now give to it. And 
if I had been more doubtful than I was, down to 
the year 1847, of the soundness of the grounds 
on which the Bank had proceeded in December 
1825, the events of October last would have been 
sufficient to remove from my mind whatever doubts 
I might, till then, have retained. 

At the time the measure was adopted, it might 
fairly be said to be empirical, because there had been 
no experience that could be considered as being 
in point ; and it was in contravention of the sound 
general principle of banking which prescribes a 
reduction of advances and discounts, in other 
words a contraction of liabilities, as the means 
of meeting increased demands for cash, by depo- 
sitors or note holders. But when the experience 
of 1825 was found to have answered completely 
the exigencies of the case, and to have borne out 
so fully the reasoning of Mr. Henry Thornton, 
who had argued, both in his evidence before the 
Select Committee in 1797, and in his Treatise pub- 
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blislied in 1802, that if the Directors of the Bank had 
extended their accommodation at the close of 1796, 
instead of contracting it as they did, the drain would 
have abated, and the suspension been averted ; 
a principle might be considered as established, 
which, under analogous circumstances, should be 
admitted as modifying or superseding the more 
general rule. Mr. Thornton’s argument, and the 
precedent of 1825, of course proceed upon the as- 
sumption that the foreign exchanges happen to be 
such as to preclude a demand for export of gold ; 
and that there exists a state of general discredit 
from which the Bank of England is wholly exempt; 
thus distinguishing an internal demand for Bank 
of England notes or gold from an external demand 
for gold only. 

If the Bank Directors in 1825, having committed 
the errors which led to the too great reduction of 
their treasure by the foreign drain, down to the 
autumn of that year, had, when the foreign demand 
for gold was found to be at an end, and when it had 
become manifest that the demand for gold was for 
the purpose of meeting the effects of discredit of 
the country banks, determined to extend their 
accommodation two or three weeks earlier, it is not 
improbable that the severity of the subsequent 
pressure might have been materially -mitigated. 

In the case, in many respects parallel, of October 
1847, the indication was, if possible, still more 
clear, in favour of extended accommodation by the 
Bank of England, mo re especially as having in 
its vaults upwards of eight millions of bullion. 
There was no external demand for gold. The 
exchanges had, for some time, been $o favourable, 
that the Bank had been enabled to buy, since 
April, about two millions of gold, which had all 
been withdrawn from it for purposes of inter]. al 
circulation. But the gold was not. wanted in 
exchange for Bank ol England notes: Tin se 
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were equally in demand to supply the vacuum 
caused by the discredit, greater or less, of all 
other paper. But precisely in proportion as the 
demand for its notes proved that its intervention 
was necessary, the restrictive operation of the act 
of. 1844 diminished the power of the Bank to 
supply the deficiency of the circulating medium. 
If the Bank, at the beginning of October , when the 
legitimate and pressing wants of the internal cir- 
culation became manifest, had extended its accom- 
modation (as but for that act it probably would 
have done), there can be no doubt that, with 
an increased circulation of its notes, it would have 
had an accession to its treasure. And great, indeed, 
would have been the mitigation of the suffering 
which prevailed through tlie whole of October, had 
the Bank been in its former position, and conse- 
quently, with such an amount of treasure, enabled 
to grant the utmost assistance that the nature of 
the case required. 


Section 10. — On the Defence of the Act of 1844, 
by Sir Jl. Peel, in hi * Speech of the ?>d of De- 
cember , 1847. 

Having passed under review the working of the 
act of 1844, and having stated the grounds on which 
I consider it to have operated injuriously, in favour- 
ing an undue extension of credit during the first 
two years after its enactment, and in greatly aggra- 
vating the causes of the monetary pressure, and the 
collapse of credit which have so disastrously cha- 
racterised the year 1847, 1 deem it right to lay 
before my readers Sir Hubert Peeks vindication of 
his part in originating that measure, and his view 
of its effects, now that the cycle of events is so far 
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completed as to throw the full light of experience 
upon its operation. I shall, with this view, give 
extracts of so much of his speech of the 3d of 
December last (as reported in the Times ) as related 
to these points, with my remarks upon them. 

The considerations which led Sir Robert Peel to 
propose to Parliament, in 1844, the measure which 
he so triumphantly carried, are thus stated by 
him: — 

“ I now come to the Act of 1844, and to the doctrines held by 
the right honourable gentleman who most ably presided over 
the committee which then inquired into and reported to the 
House on the subject which now engages our attention. The 
Bank Charter was then about to expire ; some proposition it 
was necessary to make as to the renewal of that charter, and it 
was then perfectly competent to us to relieve ourselves from any 
direct responsibility respecting that and the other measures 
which were then necessary for the regulation of the currency. 
I need scarcely remind the House, that in the year 1844 it be- 
came necessary to propose to Parliament a specific measure, 
and I now want to call the attention of the House to this, that 
in the five preceding years five committees sat for the purpose 
of investigating this subject, of collecting information and re- 
porting their opinions thereupon to the House. Those commit- 
tees sat in 1836, in 1837, in 1838, in 1810, and in 1841 ; still, not- 
withstanding their minute and protracted inquiries, 1 have 
heard it said that the subject has not been exhausted, and that 
the measure of 1844 was not based upon a sufficient inquiry. 
Yet antecedent to the measure of 1844 there was an amount of 
inquiry on the subjects of currency and banking which it is 
difiicult to look at without surprise. 1 find that by the first of 
these committees as many as 3000 questions were put ; thus wc 
have in the year 1836, 3000 questions and 3000 answers ; in 
the next year, 1837, the committee which then sat, put 4570 
questions and received as mauy answers ; but that did not seem 
to be sufficient, for wc have in the year 1838 a further supply 
of questions and answers to the extent of 1700 of each, ami yet 
with no practical result from those apparently endless investi- 
gations ; then, in the year 1840, as the period at which the 
Bank Charter must expire drew near, a committee was appointed, 
over which the right honourable gentleman the Chancellor of 
the Exchequer presided with great ability. In 1840 the com- 
mittee, as 1 have said, to consider the subject of banks of issue 
was re-appointed, and up to that time as many as 9000 questions 
were put, and then in 1841 we had 3850 questions, to each of 
which long and reasoning answers were received, and which at 
length reached a total of not less than 14,000 questions, and at 



350 act of 1844. 

that time we had the labours of another committee closing with- 
out any practical amendment having been effected or proposed. 
It might then at all events have been expected that the theory 
of this subject would have been clearly established. The com- 
mittees had examined Mr. Tooke, Mr. Jones Loyd, Mr. Horsley 
Palmer, and Mr. Page. 

“ It was then decided to apply to Her Majesty’s servants to 
submit to Parliament measures for the regulation of the currency 
and for the renewal of the Bank Charter : they invited the 
House of Commons to come to some practical decision on the 
subject, and I must be allowed to say, with respect to the 
measures then proposed to Parliament, there was not within 
my recollection any question of importance carried by a larger 
majority — on no occasion did more than thirty oppose the pro- 
gress of that measure, and in the House of Lords it was carried 
unanimously. I, therefore, affirm that the House of Commons 
— after the means of information placed within its reach — 
after looking at the control which it might have exercised — 
cannot now say, that for light and inconsiderable reasons it was 
induced to give its consent to the bill which the advisers of the 
Crown then thought it their duty to introduce.” 

The remark that most naturally occurs on this 
statement is suggested by the obvious disposition of 
the speaker to dress up the case . The chief purpose 
is evidently to show that the course of proceed- 
ing which had been usual when any legislative 
measure was to be proposed affecting the Bank 
of England and the banking institutions of the 
country — that of first seeking the aid of a Com- 
mittee of Inquiry, appointed with special refer- 
ence to the object in view — was, in this instance, 
superfluous. 

There is a very elaborate statement of the num- 
ber of years in which committees on banking sat, 
and of the number of questions asked, and the long 
answers received by them. But as to the commit- 
tees of 1836,1837, and 1838, they were appointed 
solely to inquire into the joint stock: banking -.£y^ 
tern, and their proceedings have scarcely any refer- 
ence to the general subject. They undoubtedly 
elicited a great deal of valuable information on 
that branch of the subject to which their attention 
was particularly directed; but I am not aware 
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that they either sought, or obtained, any as to the 
propriety or expediency of a measure calculated 
to affect the paramount interests involved in the 
great change introduced by the bill of 1844, or 
that any thing they did, or failed to do, affords 
any valid excuse for the introduction of such a 
measure, without a previous inquiry by a com- 
mittee, not- only into the working of the existing 
system, but into the probable operation of that 
which was to supersede it. 

The Committee of 1840 and 1841 was appointed 
simply “to inquire into the effects produced on 
the circulation by the various banking establish- 
ments issuing notes payable on demand.’’ The 
grounds assigned for its appointment were, the 
allegations contained in a petition from the Man- 
chester Chamber of Commerce , relating to the state 
of the currency. Nothing could well be more 
vague than the object here proposed for the in- 
quiries of the Committee, and seeing the vague- 
ness of the object, and the mode in which the 
inquiry was conducted, it is not to be wondered at 
that the results were unsatisfactory. 

A great part of the time and attention of tne Com- 
mittee in 1840 were taken up with examinations as 
to mere verbal definitions and distinctions, and 
their supposed consequences A tpore tiresome exhi- 
bition of mere logomachy cannot easily be imagined ; 
and I will venture to say it cannot be equalled 
in the instance of any other parliamentary in- 
quiry. The committee became a mere arena for 
conflicting theories, based chiefly upon arbitrary 
verbal distinctions ; such, for instance, as whether 
deposits, payable on demand, were,- or were rot, 
money, or whether they were, or were not, capable 
of performing the functions, and of thus superse- 
ding the use, of metallic money ; or whether, if they 
possessed the properties of money, it was not in an 
inferior decree. Mr. Hume was intent oii showing 
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the error of the currency theory on this point, and 
some days were occupied in disputation upon it. 
In my examination * a great deal of time, and a 
multitude of questions, were expended in repeated 
efforts by the members of the committee, professing 
the creed of the currency principle, to obtain from 
me an admission that it was upon the circulation, 
and not upon the securities, that the Bank ought to 
act in its endeavours to counteract a drain ; and 
whatever may be the merits of my answers, the 
event proves that they made not the slightest 
impression on those who used so much time and 
pains in obtaining them. It is a striking circum- 
stance, that the committee of 1840 elicited hardly 
any facts, or any information of value, on the 
practice of banking, either in the metropolis, or 
in the provinces. And it may be observed, in- 
cidentally, of the avowed adherents of the currency 
theory, that their views, whether enunciated in 
their evidence before this committee, or in their 
writings, or in their speeches in parliament, betray 
an extraordinary paucity of illustration by refer- 
ence to facts, or to occurrences in the actual course 
of banking or mercantile business. 

The examinations in 1841, although not occu- 
pying half the time, or marked by half the number 
of questions, or length of answers, distinguishing 
those of 1840, are pregnant with useful informa- 
tion. But it seems to have been thrown away 
upon Sir Robert Peel. The only quotations he made 
from that evidence were those in which the country 
bankers stated that they did not, and could not, 
regulate their issues, that is, their notes in circula- 
tion, by the foreign exchanges ; which might lujve 
led him to the inference that neither could any regu- 
lation by government make them so conform. And 
the opinion which lie gave in his expository speeches 


See extracts from my evidence in the Appendix. 
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in May 1844, of the influence of the competition of 
issue among the country bankers in raising prices, 
is directly opposed to the whole of that evidence. 
Sir Robert Peel says of this committee of 1840 
and 1841, that having reached the extent of 14,000 
questions, it closed “ without any practical amend- 
ment having been effected or proposed.” But he 
does not say why it so closed. The fact was that the 
labours of the committee were terminated abruptly 
by the dissolution of parliament, in June 1841, 
without their having had the opportunity of dis- 
cussing, and concluding upon, the terms of a report 
founded upon the evidence they had received. The 
committee, upon its functions being thus abruptly 
and prematurely abridged, made the following brief 
report, under date of 15th June, 1841 : — 

“ With respect to the great questions involved in their inquiry, 
they feel that before the probable period of the termination of 
this session of Parliament it will be impossible for them to give 
that consideration to the many and important points suggested 
in the evidence already before them which would enable them 
to report any well-grounded .opinion to the House . They are 
aware that some disappointment may be caused by the circum- 
stance of no final report being made after so protracted an in- 
quiry ; but on points of such importance to the whole count rip 
and involving so many and such complicated interests , they can- 
not allow this feeling to weigh against the necessity of due caution , 
and the fullest deliberation in arriving at any conclusion . 

“ It will be for the House in the next .session to determine 
whether any committee shall be appointed , to whom the evidence 
taken in this and the last session of Parliament shall be ref erred 
for the purpose of framing a report either on that evidence or 
after such further examination of witnesses as they may think 
necessary; but in existing circumstances your committee con- 
sider that the only course which they can pursue, is to report 
the evidence which they have taken without further observation 
to the House.” 

Hence it appears that it rested with Sir Robert 
Peel on his coming into power — he h..v ; ng it in 
contemplation to propose an important legislative 
measui’c upon the; very subject the consideration 
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of which had thus been left incomplete — to re- 
appoint such a committee, with instructions to 
take into consideration the evidence of 1840 and 
1841, and upon that, and such other evidence as 
they might receive, to report their opinion of the 
existing system, and of any improvements of which 
it might be susceptible, by a separation of depart- 
ments, or by any other means. Such a report, 
although it might have proved to be more or less 
dictated by the currency theory, seeing that the 
chairman had become a proselyte to that doc- 
trine, could hardly have thrown overboard, (as Sir 
Robert Peel did,) every part of the evidence which 
in any way militated with it. 

By these remarks, I mean only that the reasons 
assigned in the passage which 1 have quoted from 
the speech of Sir It. Peel do not bear out the 
objections stated in it to the usual course of proceed- 
ing, on the occasion in question. It is quite true, as 
Sir Robert Peel says, and as 1 had occasion to observe 
before his recent speech was delivered, that the 
measure was passed by a triumphant majority in 
the House of Commons, and unanimously in the 
House of Lords, and that, therefore, it is not com- 
petent to parliament to hold him accountable for 
any disappointment that may have been felt from 
the working of the measure. It is beyond ques- 
tion, that if any responsibility attaches, it is to 
the legislature which passed the measure, as it 
were, by acclamation. Viewing it then simply as 
an act of the defunct parliament, I am entitled to 
express my self freely upon it, and I therefore venture 
to say that it is, in my opinion, one of the most 
wanton , ill-advised , pedantic , and rash pieces of 
legislation that has ever come within my obser- 
vation, upon a matter which I had taken some 
pains to make myself acquainted with. 

In the following passage of his speecji, Sir 
Robert Peel avows his disappointment in the failure 
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of one of the three purposes of the act of 1844, 
and throws the blame of its failure on the Bank 
Directors. 

u There seems to have been some misapprehension as to the 
object contemplated by that Act : that which we contemplated 
was that its future effect would be to prevent the recurrence of 
those convulsions which had heretofore frequently taken place. 
It had previously been thought, and might afterwards have 
been expected, that the Bank of England would have taken 
precautions against the ill-regulated issue of its treasure, and, 
therefore, the bill contained no imperative regulation affecting 
the banking department. We did hope that after the panic of 
1826, after that of 1836, after that also of 1839, we did hope 
that the Bank of England would have confined itself to those 
principles of banking which their own directors admitted to be 
just, but from which they had admitted their own departure, 
though prescribed in part by their own regulations. Jn that 
hope I am bound to acknowledge that we have been disap- 
pointed. Seeing commercial difliculty coming, seeing the ap- 
proach of a panic, they still did not conform to those regulations ; 
commercial houses were swept away which had long been 
insolvent; other houses, which under different circumstances 
might have proved perfectly solvent, suffered from the failures 
of those whose inability to meet the demands against them was 
previously well known. The Bill has not sufficed to prevent 
these results, and so far, also, I admit that we have been disap- 
pointed ; for the bill was intended to impose, if not a legal, at 
least a moral restraint on the Bank, and we hoped that it would 
prevent the necessity of having recourse to measures of extreme 
stringency. In that hope, likewise, 1 admit that we have been 
disappointed ; for this 1 must contend, that it was in tin; power 
of the Bank, had it taken early precautions, if not to prevent 
all the evils that have arisen, at least greatly to diminish their 
force. If the Bank had possessed the resolution to meet the 
difliculty of a contraction of its issues by raising the rate of 
discount, by refusing much of the accommodation which they 
granted between the years 1844 and 1846 — if they had only 
been firm and persevering in those precautions, t lie necessity 
for any extensive interference, with their operations might have 
been prevented ; it might not then have been necessary lor the 
Government to authorise that violation of the provision, die 
sole end and object of which was to constrain the Bank of E »g- 
land and prevent a recurrence of the panics of 1836 and IS 19. 
Here I think I may be permitted to refer to what I said on f ho 
second reading of the Bill of 1844 : at the close of the spe eh 
which I then made T thus expressed my opinions * — 

“ 4 The ministers were not wild enough to suppose that ibis 
measure would prevent all undue speculation, or insure an 
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invariable paper currency ; but there was a species of specula- 
tion dependent on an undue issue of paper which they hoped 
the measure would check. Speculation couhl not be prevented 
in a commercial community, but it might be aggravated by a 
species of paper credit within the control of Parliament ; and 
though ministers did not aim at checking legitimate speculation 
— though they admitted they could not prevent illegitimate 
speculation — which was, perhaps, necessarily incident to mer- 
cantile enterprise, particularly in a country like this, — still 
they asked Parliament, by assenting to this measure, not to 
aggravate evils which it could not control, nor refuse to check 
those which came properly within its jurisdiction.’ ” 

Upon this avowal of the failure of the act, in 
one of its professed objects, I have only to remark 
that there having been no reasonable ground for 
any one, not misled by the currency theory, to en- 
tertain the expectation that any of the provisions 
of the bill would secure that object, it ought not to 
be matter of surprise or disappointment that it 
has failed. But the attempt by Sir Robert Peel, 
who held out that expectation, to transfer the 
blame of the disappointment from his own Bill to 
the Bank Directors has, indeed, excited my suprise, 
and is, perhaps, calculated to excite a still stronger 
feeling on the part of the public ; at least among 
that part of it which takes an interest in the pre- 
sent subject, and is not bigoted in its adherence 
to what is called the principle of the act of 1 844. 

Sir Robert Peel is, of all persons whatever, the 
one least entitled to condemn the Bank Directors 
for the course they pursued between 1844 and 
1840. 

I have already, some pages back, (ante, page 
290.) which were written before the debate of the 
3d of December, noticed the satisfaction expressed 
by Sir R. Peel, in 1845, at the state of thingfi 
then existing, and especially at what he then con- 
sidered the favourable working of the Act of 1844 ; 
and there I observed upon the impossibility of his 
being otherwise than well informed, not only at that 
time, but down to the summer of 1840, of all the 
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proceedings of the Bank. Now surely, interested as 
he was, in every point of view, in having the act 
properly administered, it was to be expected that 
he would warn the governors, if he thought that 
they were keeping the rate of interest too low, or 
in any other manner contravening the admitted 
“ principles of banking.” 

But, in truth, as I have before had occasion to 
observe, until the flagrant failure of the Act became 
manifest, nothing ever fell from its authors or par- 
tisans, indicative of their attaching any blame 
whatever to the conduct of the Bank Directors ; 
either as to the rates of interest or discount charged 
by them, down to the close of 1846, or as to any 
other portion of their management.* And I have 

* The following extracts from the City article of The Times 
of the 31st of December, 1846, afford a fair specimen of the 
tone held by the supporters of the Act, even after the setting in 
of the drain which ultimately brought about its suspension : — , 

“From the remarks which have been made every Thursday 
during the past few months, it might be imagined that our 
monetary system laid of* late years undergone no change, and 
that the regulation of the currency still rested with the Bank of 
England. Upon the breaking up of each court the question if 
the rate of interest 1ms been raised is asked with no less anxie y 
than formerly, and the funds are affected, and speculators be- 
come bold or timid, according to the answer. Opinions also 
abound as to what would be the proper ‘ policy’ for the Bank to 
pursue as varied and conflicting as those which used to prevail 
before the Act of 1844. Everything, in short, tends to show 
that the public, who when the Bank possessed the power of 
controlling the currency never-ceased to clamour for its removal 
and to complain of the want of a fixed principle, prefer, now 
that the removal has been effected, to recognise that establish- 
ment as their guide, instead of watching the principle which 
has been set up, and which is daily in unmistakeable operation 
before tlieir eyes. 

“ In this state of things it may be well to call attention to 
the fact that the Bank can now exercise no influence over the 
value of money, save such as, in their degree, may be exercised 
by all other capitalists. If the current rate be 3 per cent., a 
resolution of the Court of Directors declaring tl^it it. shall be 
3,} or 4 could have no effect in fixing it at that point. •The only 
result would be that those who now go for discounts to the 
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already shown how little aware, even the present 
Chancellor of the Exchequer was, of the impending 
pressure, till the end of March 1847. 

It is now, for the first time, that we hear of “ the 
ill-regulated issue of its treasure by the Bank a i nd 
though perfectly new, it is any thing but a clear de- 
scription of what appears to be meant. The only 

Bank would then take their bills into the market ; and the Bank, 
instead of letting out their funds in the usual way, would have 
to seek other channels, or would find them disappear by a 
reduction in their deposits. It will easily be seen that sueh a 
course is not likely to be adopted by a body whose only duty is 
to make as much as they can of the commodity in which they 
deal, * * * 

“ One great cause of the prevailing misconception is in the 
fancy that the Bank still have duties to 'perform by i acting on 
the circulation But they have no duties of the kind. Their 
only responsibilities are suck as they share in common with their 
brother traders throughout the kingdom , and Messrs. Jones 
Loyd, or Glyn, or any other bankers, might as well deem them- 
selves called upon to attempt an interference with the natural 
movements of money as the Bank of England. All that any of 
these parties have to do is to take care of their own interests , and 
to leave the currency , under Sir Robert PeeUs Act, to take care 
of itself. * * * 

“ The Bank lives by lending, and it is its business at all times 
to be satisfied with the market rate, and to look to nothing but 
good security. Anything beyond this would be to attempt to 
meddle with processes which it has been the great success of 
modern statesmanship to place beyond its power of interference. 

“ Taking this view, it will be expedient, when parties assert 
that the Bank of England should have raised the rate of interest 
at such a time; of lowered it at another, to ask why, when they 
could only get 3 per cent, for their commodity, they should have 
insisted upon having 4 ; and also the grounds on which, when 
they could get 4, they should refuse it, and content themselves 
with 3. These would be speculative rather than sound business 
proceedings, and it would be interesting to learn the principles 
on which they could be defended. 

“ Meanwhile, the advice, look to the foreign exchamjergnd 
to the course of trade, cannot be too often reiterated. The 
Bank, with a lingering dream of their old power, may still 
announce their rates to the world as matters of importance ; but 
the announcement cannot alter the real state of things, and those 
who. look to |t and watch for it as a great sign will inevitably 
find that they have been wasting their time, and that shrewder 
observers have outstripped them.” 
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function of the Bank which had ever before been re- 
garded by the currency theorists as of any im- 
portance to the public, was that of regulating the 
amount of the circulation. It may be seen in the 
questions put to me by those who were on the com- 
mittee in 1840, how strongly prepossessed they 
were with the idea that it was by operating upon 
the circulation alone, that the directors could, or 
ought to, influence the exchanges. It was upon this 
ground that they maintained, that if the circulation 
were duly regulated by the issue department, the 
public could not suffer from any want of judgment 
in the regulation of the banking department. 
Proofs that their opinions were precisely to this 
effect might be collected from their evidence, and 
subsequently from their speeches and their pam- 

E hlets, so as to fill a volume. Upon this topic, 
owever, though tempting, I cannot now afford 
time or space to dilate ; and shall only add that I 
consider the charges brought against the Bank by 
Sir R. Peel to be most unfair, and the reasoning by 
which it is attempted to support those charges, 
extremely inconsistent, and wholly inconclusive. 

After thus avowing that one of the objects of 
the bill which, at the time it was brought forward, 
was dwelt upon as of the greatest importance, had 
entirely failed, Sir Robert Peel proceeded to ob- 
serve, — . 

“I say then that the Bill of 1844 had a triple object. Its 
first object was that in which I admit it has proved a failure, 
namely, to prevent a panic and a confusion such as that which 
has been obviated by the intervention o t the Government ; but 
there were two other objects of as great importance ; the one 
being to maintain and guarantee the convertibility of a paper 
currency into gold , and the other to prevent the aggravation of 
those difficulties which arise at all times from undue speculation , 
encouraged by an abuse of paper credit In these two objects 
my belief is that the Bill has completely succeeded . (Hear. ) 
My belief is that you have had a guarantee for the maiptenance 
of the principle of convertibility such as you never had before ; 
and my belief also is, that whatever difficulties you are now 
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suffering from a combination of various causes, those difficulties 
would have been infinitely aggravated if you had not wisely 
taken the precaution of checking the abuse of paper credit by an 
unlimited issue of the notes of joint-stock banks and private 
banks, such as the abuse which existed antecedent to the year 

1844 .” 

Two of the objects of the bill are here affirmed 
to have completely succeeded: — the one being to 
maintain and guarantee the convertibility of a paper 
currency into gold, the other to prevent the aggra- 
vation of those difficulties which arise from undue 
speculation, and the abuse of paper credit ; and the 
speaker goes on to say, that if it had not been for 
the restriction of the bill on the issue of notes, the 
difficulties which have arisen would have been in- 
finitely aggravated. 

With regard to the second of the two objects, the 
affirmation is entirely unsustained by proof. On 
the contrary, as all the subsequent declamatory 
statements of the speaker tend to show, there was, 
at the period referred to, an extent of speculation, 
and an abuse of credit, such as it would require 
an almost inconceivable stretch of the imagination 
to suppose exceeded. And I have, in the preceding 
pages, adduced reasons for believing that the bill, 
according to the exposition of the spirit of it by 
Sir Robert Peel, led to increased facilities of bank- 
ing accommodation, and thus favoured, instead of 
checking, the spirit of speculation already afloat. 
As to the assertion that the difficulties which have 
arisen would have been infinitely aggravated but 
for the Act, it is so astounding — so much the very 
reverse of the inference which reasoning a pmovi 
on the tendency of the bill under such circumstanpes, 
would lead to, and of the evidence which experience 
and observation afford of its actual operation , that I 
must decline to meet it otherwise than by- referring 
to the description which I have given of the state 
of things in April and October lust. I confess 
that I shall be infinitely surprised if, in the inquiry 
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by the present committees, there can be obtained 
any thing approaching to a confirmation of Sir 
Robert Peel’s views on this point. 

I must here, however, guard myself against mis- 
construction. In as far as the provisions of the 
act of 1 844 may be found to afford greater secu- 
rity against the insolvency of banks, whether 
issuing or non-issuing, they have my approbation. 
The provisions of it to which I specifically object, 
(besides those which divide the Bank of England 
into two departments,) are those that limit the 
amount of Bank notes which shall be in the hands of 
the public. The grounds assigned for such limitatipn 
of amount are, in my opinion, entirely unsound in 
principle, and the operation of the restriction has 
been, as I believe, productive of great inconvenience, 
both to bankers and to the public, without in 
the slightest degree adding to the security of the 
banks. 

But waving further discussion of this part of 
Sir Robert Peel’s defence of his bill, I shall proceed 
to remark upon his allegation of the success of 
the first, and only remaining object, out of the 
three which he had contemplated in the framing 
of it. It seems, in fact, to be the only one now 
relied upon by the partisans of the bill; the 
other two having been gradually given up. I now 
never hear any other answer, when they are asked 
what they think of the operation of the Act, than 
that it is calculated to prevent the suspension of 
cash payments. Some, indeed, go so far as to add 
that, but for the Act, the Bank treasure would have 
been exhausted, and cash payments suspended in 
the course of 1847 ! 

With regard then to the allegation by Sir Robert 
Peel, that the Act of 1844 has afforded a belter 
guarantee for the maintenance of the principle of 
convertibility than we ever befor* . had, I have to 
observe, that as it is unsupported, either by reason- 
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ing or by facts, the opponents of the measure would 
be perfectly justified in meeting it, simply by a 
counter assertion, which cannot be better expressed 
than in the powerful language of the writer of the 
article in the Quarterly Review for June 1847. 

“By no contrivance could the great purposes of that Bill 
(of 1819) be so effectually brought into discredit, or the per- 
manence of the measure itself so seriously endangered as 
by identifying it in any way with the Bill of 1844.” — (P. 
273.) 

It is my sincere belief that the principle of con- 
vertibility is seriously endangered by the act of 
1844. The opponents of that principle have un- 
questionably gained ground in numbers, and in 
plausibility of argument, by being enabled to refer 
to the two tremendous shocks which the commerce 
and industry of the country have sustained by 
the endeavour, as they contend, (by the act of 
1819, as well as that of 1844,) to maintain a system 
which involves, and necessarily entails, the liability 
to such convulsions. Now I hold that neither of 
those shocks would, in all probability, have oc- 
curred, but for the restrictions imposed by the act 
of 1844. 

My reasons for this opinion may be collected 
from what I have already had occasion to say on 
the working of that Act ; and I shall presently en- 
deavour to show, particularly, how, if the Bank 
had not been divided into two departments, those 
shocks might have been avoided. 

In the mean time, let us revert to the assertion 
of our having a better guarantee than we ever 
before had for the maintenance of the principle of 
convertibility ; meaning, of course, specifically, the 
convertibility of Bank notes into coin on demand. 
I will grant, for argument sake, that the guarantee 
afforded by the Act is sufficient ; (which I deny it 
to be under all circumstances,) but it can only be 
so on the supposition that the separation of de- 
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partments should be considered inviolable. So it 
was evidently intended to be ; for it will be recol- 
lected that Sir Charles Wood, in his speech, stated 
how much alarmed he had been at an intimation 
that a power of relaxation was to be confided to 
the government.* Supposing perfect inflexibility in 

* Any admission of flexibility on the part of the new law 
would have been fatal to the vaunted principle of it. And 
so far Sir Charles Wood was right when he expressed alarm 
about the introduction into the Bill of an expansive clause , 
as it was called. It was to be either flexible by an expansive 
clause, or strictly inflexible. If flexible, it was only having 
a political governor set over the Governors of the Bank. 
And in this there would be a liability to the same fallibility of 
judgment as was complained of under the former system, with 
the disadvantage that the establishment would be so much the 
more subservient to the purposes of the administration. 

If inflexible, the payment of the depositors in the Bank, 
including the dividends on the public funds and deposits in the 
savings’ banks, might readily be compromised under circum- 
stances such as we have been very near witnessing. 

A certain degree of misgiving on this dilemma seems to have 
come across the mind of Mr. Loyd. Accordingly, on the sup- 
position of a contingency, in his view barely possible , (that 
under the operation of the self-adjusting principle applied to 
the circulation a case of danger may arise,) he contends that the 
emergency should be met by the interposition of Parliament, but 
not by anything short of it. 

In support of his view of the propriety of such an inter- 
position under the supposed circumstances, he quotes a passage 
from Mr. Iluskisson, who, when referring (in 1810) to the pos- 
sibility of such a combination of circumstances (when the 
restriction should be removed) as to drive the Bank to part with 
its last guinea, not only without having checked the drain, but, 
with the certainty of increasing it in proportion as the amount 
of their notes was diminished, said, “ At such a moment the 
preservation of the Bank from actual failure, though an impor- 
tant, is but a secondary consideration, — that of the country is 
the first. The possible cases, however, which may call for such 
an intervention of power, are not capable of being foreseen or 
defined by law. The necessity may not occur again : if it 
should, the application of the remedy must be left to those at 
the head of affairs, subject to their own responsibility, and to 
the judgment of Parliament.” 

It is clear from this passage that Mr. Huskisson had in vi w 
the possible occurrence of such an extraordinary combination of 
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the law, such as the currency theory clearly con- 
templated, then I think it is demonstrable that 
cases might occur, within reasonable probability, 
entailing the suspension of payment by the deposit 
department of the Bank of England. Nor is it 
clear that such might not have been the case re- 
cently; indeed it is rather probable that it would 
have been, had not the government letter of the 
25th of October been issued. 

Has it ever occurred to Sir R. Peel or Sir C. 
Wood to consider whether a suspension of payment 
by the Bank of England of its deposits, including the 
dividends due to the public, would be attended with 
less of inconvenience, or with less of national dis- 
credit and disgrace, than a suspension of payment 
of Bank notes in coin on demand? 1 am convinced 
that it would be attended with very much more 
of inconvenience and national discredit; and I 
think that the onus of showing that it would not, 
rests upon those whose favourite measure obvi- 
ously renders it the more imminent danger of the 
two. 

As regards the public convenience, or the 
national faith, there is no apparent ground for the 
preference of an exclusive guarantee for the notes. 
They are not , nor ought they to be , as the dividends 
are , a debt of the state. During the Bank re- 
striction they were, I believe, distinctly under the 
guarantee of the state ; but it was upon the special 
ground that the restriction was imposed for state 

circumstances as might again place the Bank of England under 
the necessity of suspending its payments in coin. But I am 
convinced that if Mr. Huskisson had lived to contcmplate^the 
scheme of 1844 he would have revolted from the idea'of the 
possible necessity under that scheme of resorting to such inter- 
position, and would have considered such a contingency as being 
of itself an insurmountable objection to it. lie would hardly 
have failed to apply the rule of Horace, — 

“ Nec Deus intersit, nisi dignus vindice nodus.” 
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S oses. Upon what principle is it, then, that, 
so much inconvenience, we secure the notes, 
while we leave the dividends without any security, 
or with one which is plainly assumed to be inferior 
in value ? 

There is the same mistake in the assumption of 
a necessity for this exclusive guarantee of the notes, 
as pervades the whole of the reasoning of the cur- 
rency party. They confound notes, such as those 
of the Bank of England, with Government notes. 

The notes of the Bank of England are, indepen- 
dently of other points of dissimilarity, so far unlike 
Government notes, that if any demur or delay, from 
inability to meet the demands of the holders, should 
occur, the law can at once be appealed to and en- 
forced against the corporation ; which it could not 
be against a government, in the ordinary sense of a 
government paper money. The law in this coun- 
try, unlike the law in the United States, may be 
enforced against that as against any other corpora- 
tion ; or as the law is enforced against other banks. 
The only difference is in the magnitude of the 
transactions of the Bank of England. But this 
magnitude, it may be said, makes a great differ- 
ence. Granted. I am not disposed to underrate 
that difference. But it does not justify Sir Robert 
Pee], and Sir C. Wood, and the supporters of the 
act of 1844 generally, in having made such a bug- 
bear of the possibility of a suspension of cash pay- 
ments by the Bank of England, as to “ fright 
the isle from its propriety.” And as the risk 
of encountering that catastrophe is now apparently 
the only remaining ground put forth for the main- 
tenance of the Act, it may be desirable to reduce 
the apparently giant evil to its proper shape and 
dimensions. 

The great terror prevailing at the mention of 
it, seems to have had its rise in the ’ expression 
of Mr. Huskisson, that in December 1825, -we 
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were within twenty-four hours of a state of bar- 
ter: meaning, of course, that a suspension of 
cash payments by the Bank of England would 
have brought us to that state. At the time 
when the expression was used, hyperbolical as it 
appeared to me, I had no objection to it, because it 
was desirable to impress upon the directors of the 
Bank, and upon those who were in favour of a lax 
management, a salutary apprehension of the conse- 
quences of it. But as the exaggerated apprehension 
of those consequences has now become the main 
ground relied upon for reconciling parliament and 
the public to the quackery of a new, unnecessary, 
and mischievous measure — one, certainly, never 
contemplated by Mr. Huskisson, — it is right to 
inquire what this “ state of barter” amounts to. 

I will venture to assure such of my readers as 
may have been so frightened by the expression as 
to be induced to acquiesce in the act of 1844, as a 
guarantee against the possible occurrence of a state 
of barter, that they need not apprehend any thing 
of the kind in the event of a suspension of cash 
payments. There would not, without the act of 
1844, have been, in 1847, any reasonable ground of 
apprehension of such a suspension. But supposing 
that such an event (which I deprecate as much 
as the most zealous of the currency theorists) had 
occurred, what would have been the ensuing state 
of things, as regarded the general transactions of 
the country ? Why, there would not have been a 
single transaction more in the way of barter than 
now qpcurs. There would have been no instance, 
more than now, of a load of wheat bartered against 
a horse or an ox ; nor of silver spoons bartered 
for millinery or groceries. v . 

There is a most apt precedent for the course 
things would take. Government and parliament 
would interfere, somewhat as the Court of Bank- 
ruptcy now does, to protect the defaulting persons, 
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namely, the Directors, till the state of their affairs 
could be looked into, and the causes of the failure 
of engagement ascertained ; and the concern being, 
beyond all question solvent, to determine whether 
it should be wound up, and another bank or banks 
be established in its stead, or whether it should go 
on under some guarantee for more prudent ma- 
nagement. . In the mean time, the material fact of 
solvency being placed beyond all possibility of doubt, 
there would be meetings of merchants and bankers 
entering into resolutions expressive of their con-r 
fidence, in some such terms as those used in 1797. 

And the consequence would be, now as it was 
then, that there would be no single instance of a 
shopkeeper refusing a hi. Bank of England note, 
either for goods to that amount, or to give change 
out of it. The example would be followed in the 
provinces, as to those banks which enjoyed the con- 
fidence of the neighbourhood ; and the circulation 
would go on very much in its accustomed train. 

There would, however, necessarily be a contrac- 
tion of accommodation. This, if trade were in an 
unsound state, as it has recently been, would hasten, 
and, perhaps, extend the range of, commercial 
failures. Otherwise, for instance, under circum- 
stances like those of 1839, little if any inconvenience 
of the kind would be felt. But the contraction of 
accommodation, or in other words, the scarcity of 
lendable capital, would soon bring it in from abroad, 
in the only available form, that of gold, — as was the 
case in 1825-2G, in 1836,-37, and in 1839. And 
it may be assumed, as a certainty, that if the law 
of 1819 should remain unrepealed and unrelaxed, 
as I hope and trust it will, there would be a very 
short interval, if any, in which the paper would 
be depreciated in value, that is, by a further fall 
of the exchanges or rise in the price of gold. 
Under such circumstances it could not be said that 
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the principle of convertibility would be compromised. 
The sole difficulty would be one of friction in the 
operation, from the vast magnitude of the subject 
involved. No one would be more grieved than 
myself that the principle should be so sorely tried, 
but I am convinced that it would come out of the 
trial with much less damage than is generally 
apprehended. 

But whether the extreme alarm felt (or at least 
expressed) by the currency theorists, at the idea 
of a suspension of cash payments, and the con- 
sequent sacrifice of the principle of convertibility, 
or my more moderate estimate of the consequences 
of such an event, be the more rational, I am quite 
convinced that there would not have been in 1847 
any real danger of suspension without the mis- 
chievous aid of the act of 1844. 


Section 20 On the Arguments advanced to prove 

that the Act of 1 844 has already averted or dimi- 
nished the risk of a Suspension of Cash Payments. 

It is for those who maintain the affirmative of 
the danger of a suspension of cash payments, in 
the absence of the restrictions, imposed by the act 
of 1844, and of the fatal consequences of the event, 
should it occur, to prove their grounds for such 
apprehension. 

The only attempt to show that there, would 
have been a suspension of cash payments had it 
not been for the act of 1844, which I have seen, 
from a quarter entitled to any attention, is in 
the speech of the Chancellor of the Exchequer, 
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in the debate of the 30th of November. From 
deference to the authority of one who holds so 
eminent a station, and whose opinions, on all 
other grounds, claim the most respectful consider- 
ation, I should have been induced to notice Sir C. 
Wood’s argument at some length, were it not that 
I have already devoted as much time and space to 
this topic as I can well afford. Indeed, to do jus- 
tice to the objections to which I consider his views 
to be open, I should have to write as much as 
would be equivalent to a moderate-sized pamphlet, 
there being hardly a point., in the whole of his argu- 
ment, in favour of the bill, which it is not my 
misfortune to see reason to dissent from. 

Two points, however, I cannot resist noticing. 

After describing the inevitable tendency of the 
drain on the Bank in April to have proceeded in- 
definitely, had it not been checked by the violent 
measures of the Bank in April, Sir C. Wood 
asks — 

“ If the drain of bullion had gone on, if the amount in the 
coffers of the Bank had been diminished, as has been the case 
heretofore, to two or three millions, the publications of the state 
of the Bank, stating accurately the facts, week by week *, does 
any body suppose that under those circumstances the alarm 
would not have taken the course of a run upon the Bank of 
England for gold ? ” 

In answer to this question, I cannot but express 
my surprise and regret at its having been asked. 
I should hardly otherwise have imagined that any 
ordinarily well-informed person could, for a mo- 
ment, have supposed the possibility, much more 
the probability of a run upon the Bank of England 
for gold. The only meaning to be attached to the 
expression “ a run for gold,” is, that the holders 
of the notes entertain, or affect to entertain, doubts 

* Under the former system, here supposed, tliefe would not 
have been these weekly publications of the state of* the Brtnk. 
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of the value of the notes, and therefore hasten to 
exchange them for gold, without having any spe- 
cific use for the latter. Now such doubts, or in 
other words, such discredit of Bank of England 
notes cannot be said to have existed as a cause of 
extensive demand by the holders of its notes for 
coin since 1745; when, according to an amusing 
account by Mr. Francis, in his history of the Bank 
of England, the directors were obliged to resort to 
very ingenious, though not very creditable de- 
vices, to eke out their resources. In 1796-97, 
there was a great deal of political disaffection 
prevailing, and it might have been the policy of 
our enemy to promote it; but it does not appear 
that it entered much, if at all, into the demands 
upon the Bank at that time. The only clear instance 
for more than a century, of a “run” upon the 
Bank of England for gold, was in 1832 ; but that 
partook of the ridiculous ; and has acquired impor- 
tance only from the extraordinary use made of it 
by the partisans of the currency theory. In 1825, 
when it was notorious, without any publication of 
accounts, that the Bank had not the means of 
maintaining its payments in gold, if the demand 
should continue for a week, there is no well- 
authenticated instance of a holder of its notes 
requiring gold from distrust of the paper. Nor 
was any such distrust manifested when the bullion 
in the Bank in 1839 was reduced to 2,500,0001 
No stronger proof of the weakness of an argument 
can well be imagined than the necessity, here so 
plainly implied, of aiding it with so miserable a 
make- weight — so utterly unfounded an appre- 
hension as this. v ' 

The only other point which I have to notice in 
the speech of the Chancellor of the Exchequer is 
that of his remarking, as a triumphant argument 
in favour of the act of 1844, that it secure* to the 
Bank a minimum treasure of eight millions. He 
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says, “ we owe much to that eight millions,” and 
asks, “ to what are we indebted for the possession 
of that eight millions, but to the operation of the 
act of 1844 ?” I should hardly trust myself to 
giv.e, in fitting terms, an answer to such a question, 
but I luckily find, ready to my hand, some remarks 
upon it in the current number of the Quarterly 
Review , which express truly, but in language more 
lively and effective than my own, all that 1 should 
wish to say with reference to the extraordinary 
claim thus set up by the Chancellor of the Ex- 
chequer in behalf of the act of 1844. 

“ Since the foregoing hints were penned, we have read the 
debate on the appointment of the Banking Committee. We 
are gratified to find in it in the aggregate clearer views than we 
have been used to in such parliamentary discussions. The 
defence of the Bill of 1844 was exactly what everybody antici- 
pated. ‘ ’Tis true that the Bill did not prevent wild speculation 
and panic, though we said it would. We said there would be 
no more 1825’s, but we never thought so, and you must not find 
fault with us ; that was only allowable parliamentary exaggera- 
tion. This, however, we tell you, that but for the Bill of 1844 
the speculation and the panic would have been a great deal 
worse than they have been.’ As this defence requires neither 
knowledge nor talent, nor any qualities but a bold face and 
great confidence in the timidity and ignorance of your audience, 
we have nothing to say to it. But one assumption n ils made 
by two or three speakers in the debate so extremely barefaced 
that we cannot wholly pass it by. It was assumed that but for 
the Bill o/T844 more than seven millions of gold would not have 
remained in the Bank of England during the worst of the pres- 
sure. The reason seven miliums odd remained , was that there 
were sixteen millions odd to begin with , and that the export of 
nine millions sufficed to turn the exchanges. About the same 
sum turned them in 1825, and a very much less sum on every 
other occasion. Does any one suppose that if the Bank had 
begun with eight millions of gold , and the famine , and the Bill 
of 1844, that a single sovereign would have been left at the end 
of the pressure? In 1797 we exported not only all the gold in 
the Bank of England, but every guinea out of our circulation to 
carry on a foreign war ; arid do you suppose that the men of 
1847 would have let the two sides of their stomach grow together 
for want of food, because we had put some stupid quackery into 
an act of Parliament, and had divided the Bank into a banking 
department and into an issue department? We send' gold 
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abroad when we want something for it, and we keep it at home 
when we don’t, without in either case consulting the fancies of 
Sir William Clay or Sir Charles Wood. Now, we do not send 
abroad because we want nothing ; we do not want food nor tea, 
nor sugar, nor coffee, nor indigo. Neither, it appears, do we 
owe money abroad, because people from all quarters are sending 
bullion to pay their debts to us.” — (Quarterly Review, No. 163. 
Dec. 1847, p. 230.) 

It seems quite certain that the original propoun- 
ders of the currency theory never contemplated an 
amount of treasure in the Bank materially exceed- 
ing, if often reaching, nine or ten millions. Thus 
Mr. Norman, writing in 1838, when the stock of 
bullion in the Bank, after having, in the spring of 
1837, been reduced to between three and four mil- 
lions, had increased to about ten millions, observed, 
“ It is probable that an increase will be found in 
the treasure of the Bank, between its lowest 
amount last spring, and the highest just previous 
to the next turn of the exchanges of from seven to 
eight millions. Now such an influx of treasure is 
quite unnatural, and could never occur with a 
metallic circulation.” And Colonel Torrens in his 
illustration of the supposed working of the system 
he recommended, assumed nine millions as the 
amount of bullion that might be required in the 
two departments. Neither in Mr. Loyd’s writings, 
nor in his evidence, do I recollect any thing in- 
dicative of an opinion that an amount of treasure 
larger than that which had been held by the Bank, 
on an average, between 1832 and 1839, would be 
at all necessary under the system which he advo- 
cated. Nor was any stress kid upon this point, by 
Sir Robert Peel, or his supporters when the bill 
of 1844 was under discussion. -< 

If it had so happened, that in the autumn of 
1846, the bullion in the two departments had 
been nine instead of sixteen millions, there can 
hardly be the shadow of a doubt that the act of 
1844 could not have survived the month of March 
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last, in its immaculate state; and any effort to main- 
tain its restrictions would certainly have been 
attended with imminent danger, or rather the cer- 
tainty, of a suspension of cash payments. 

Having expressed my firpi persuasion that, with 
an undivided power over the whole amount of 
bullion which the Bank possessed, at the com- 
mencement of the drain in the autumn of 1846, the 
directors might (and as I believe would) have so 
managed as, without producing such convulsions 
as those which were sustained in the course of 
1847, perfectly to have preserved the convertibility 
of their notes, — I propose, in order to illustrate 
my view of what would probably have been the 
state of things throughout 1847, in an undivided 
position of the Bank, as contrasted with that which 
actually existed, to compare the course which Sir 
Robert Peel adopted in 1844, in his arrangements 
with the Governors of the Bank with that which I 
venture to think would have been the wiser and 
safer course for him to have taken. 

It does not appear by the correspondence bet ween 
the Chancellor of the Exchequer and the Gover- 
nors respecting the separation of the Bank into 
two departments, with which of the parties the 
suggestion of having that separation established by 
law originated ; but the presumption is that Sir 
Robert Pe6l first proposed it : that the governors 
cordially acquiesced in it is well known. 

The directors of the Bank had, it seems, for 
some time previous to 1844 adopted, by way of 
experiment, the plan of a separation of the two 
departments, in the mode of keeping their account* . 
Mr. Hubbard, one of the directors, in a pamphlc t 
published in 1843, took occasion to illustrate some 
of his views by tabular statements of the position 
of the Bank on the footing of keeping a distinct 
reserve of bullion for all the notes issued* beyond 
the fixed amount of fifteen millions, which was to 
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be distinctly considered as issued against secu- 
rities. The directors had, it seems, of their own 
accord, substituted this mode of regulating their 
issues for that which they had been understood to 
be guided by, under the mode of management re- 
commended by Mr. Palmer — namely, that of keep- 
ing their securities at a nearly even amount, and 
leaving the bullion to be acted upon by the pub- 
lic; but from which the committee of 1841 re- 
commended them to consider themselves released. 
The governors, in their interview with Sir Robert 
Peel in 1844 gave, it is supposed, as the result of 
their experience of the working of this new guide 
for their issues, a favourable opinion of it ; and 
concurring, as this did, with whatever other in- 
formation be had received, and, with the principles 
of the currency theory (to which, as is evident 
from his speeches, he had become a proselyte), he 
determined, it would appear, to found the measure 
about to be laid before Parliament for the renewal 
of the Bank Charter on that plan, reducing the 
fixed amount of issues against securities to fourteen 
millions ; and excluding the post bills. 

The proposal of a novel measure, involving a 
great change, and affecting vast interests, without 
the sanction of the recommendation of a com- 
mittee, strikes me to be a parallel case to one 
which might be imagined, in reference to a similar 
occasion in the past — as thus : — Suppose that, in 
1832, Lord Althorp, having been greatly struck with 
Mr. Horsley Palmer’s evidence and his exposition 
of the plan by which, while governor of the Bank, he 
had successfully regulated its issues, (namely ? thatof 
keeping the securities at a nearly uniform' amount,) 
and, being so prepossessed with the scheme, had 
brought into Parliament, and succeeded in carrying, 
a bill founded upon it, what would have been said 
of the prudence of the proceeding, when the mea- 
sure was found, as it would have been, to fail 
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within three or four years after its enactment, 
and to require legislative interference for its sus- 
pension or repeal ? And was the proceeding of 
Sir Robert Peel very unlike this, or much less 
rash, in proposing ana passing into a law, a scheme 
which the Bank directors had been induced, in 
pursuance of. a plausible theory, to make trial of as 
ame>e experiment: this experiment having been 
continued only for two or three years, without 
any circumstance having occurred in that short 
interval likely to bring its efficacy to the test ? 

The course which I should have thought that 
sc experienced and prudent a statesman would have 
adopted, (especially entertaining, as he did, the opi- 
nion that an enlarged basis of gold was necessary 
for our enormous superstructure of credit, in which 
opinion I entirely agree with him,) instead of risk- 
ing such vast interests, on so novel a scheme, might 
have been something of this kind. 

He would have apprized the governors of the 
Bank, when treating for the renewal of the charter, 
that the management had not been so prudently 
and vigilantly conducted as to avoid giving grounds 
of alarm to the government and the public for the 
safety and credit of the establishment, on more 
than one occasion since the renewal of the charter; 
that unfortunately they had professed, upon prin- 
ciple, not to exercise foresight in anticipating a 
drain, but to wait for its operation on their trea- 
sure * : that they had, accordingly, from want of 
exercising sufficient foresight in anticipating a 
drain, ana from not taking effective measures for 
counteracting it when it had strongly 6et in, given 
just occasion for questioning the propriety of their 
management, — instancing the years 1835 and 
1836, and also 1838 and 1839, in the last of which 


* Sfee Mr. Palmer’s evidence, Bank Charter Report, 1832.’ 
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years they had suffered themselves to be reduced 
to the necessity of resorting to a very questionable 
expedient to save their treasure from complete 
exhaustion : that they had evidently attempted to 
conduct the vast business of their establishment 
upon too small a scale of reserve ; thus placing 
themselves in the alternative, on the occurrence 
of a drain, of allowing it to proceed to a dangerous 
extent, or of abruptly contracting thei»* usual 
scale of banking accommodation, and producing 
what, in the language of the money market, is 
called a panic : that in his view, therefore, the 
most important consideration in the question of 
the renewal of the charter, was to ascertain whether 
it was in the power of the governors and direc- 
tors, and if so, whether they would undertake, on 
their responsibility, so to conduct the business of 
the company, as to retain habitually a much larger 
reserve than they had hitherto thought it necessary 
or consistent with the interests of their proprietors 
to maintain. 

What the answer of the governors to such an 
appeal would have been, I do not, of course, take 
upon me to say. But with respect to the power of 
maintaining a much larger average reserve of bul- 
lion than had hitherto been thought necessary, 
Mr. Horsley Palmer had already given it as his 
opinion that there would be no difficulty on the 
part of the Bank, in regulating its business on a 
larger basis of bullion , and that it was mainly a 
question of expense.* I presume, therefore, that 


* This is a most important point ; and Mr. Palmer^ opinion 
upon it is of the highest authority. 1 therefore give thfe follow** 
ing extracts from his evidence before the Committee of 1840:— 

“1595. With the experience of the last few years, since the 
renewal of the Charter, and taking a review of the various cir- 
cumstances which occurred at the time, can you now suggest 
any other course which it would be advisable for the Bank to 
pursue as to the principle of its management ? — I know of no 
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the answer of the governors would have been to 
the same effect ; and that the condition of the 
maintenance of a much larger reserve of bullion would 
have had to be considered in the general terms of 
the arrangement.* 


other course which could be taken beyond holding a larger 
amount of bullion , but which I am not prepared to say the Bank 
could do without means being devised to I'emunerate that es- 
tablishment for the expense and charges that would attend such 
a measure. 

“ 1596. Do you think that the principle of management, as laid 
down in 1832, with a larger proportion of bullion , and a smaller 
proportion of securities , with reference to their liabilities , would 
be the best rule for the management of the Bank ? — With refe- 
rence to the whole circulation of the country , I think it would, 

" 1597. Under those circumstances, if notes were issued on 
securities, as in the summer of 1839, notwithstanding the drain 
of bullion, might not the currency even then be maintained in 
excess *, — would this rule be any preservative against an excess 
of Bank notes ? — It would be no preservative against events 
which require special action on the part of the Bank. The in- 
creased amount of bullion would afford increased means for 
meeting foreign payments of such a character as existed in 
1839, without the necessity of resorting to those means which were 
taken to supply the deficiency . 

“ 1598. Would its operation be to preserve the convertibility of 
paper without resorting to means which it may not at all times 
be in the power of the Bank to take ? — Certainly, 

“ 1599. Do you conceive that it would be always in the power 
of the Bank to take such measures as they did adopt in the 
summer of 1839 for the protection of their bullion ? — I think it 
icould be very undesirable to resort to those measures except in 
extreme cases. 

“ 1622. A larger proportion of bullion could not be kept 
without some diminution of the profits of the Bank of England ? 
— No. 

“ 1623. But supposing the Bank consent to that, you see no 
difficulty in their keeping such a reserve as to be a security against 
all ordinary danger ? — JVo.” 

* The governors might probably have added, that although 
the condition of holding so large a reserve might be compensated 
in the general terms agreed upon on the renewal of the Charter, 
the Court of Directors would be placed in a disagreeable 
position ; because the proprietors, seeing in the periodical 
returns so large an amount of bullion, would remonstrate and 
express displeasure at the unproductive state of §o large a pro- 
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Supposing the governors, upon reference to 
and consultation with the Court of Directors, to 
have expressed their acquiescence in the practi- 
cability of maintaining an average reserve, larger 
by five or six millions than that which the Bank 
had possessed since the last renewal of the charter, 
and their consent (with the understanding that 
the additional expense should be a consideration 
in the arrangement) had been obtained, pledging 
their responsibility so to regulate their business 
as to accomplish, as far as possible, the object 
in view, — what would, in all probability, have 
been the course of management adopted, and what 
the probable state of monetary affairs, compared 
with that which has existed since the change of 
system in 1844 ? 

It is of course not possible to show to demonstra- 
tion what, under these circumstances, would have 
Ixjen, instead of what has been, the state of things. 
But as Sir Charles Wood undertook to prove how 
much worse the state of things would have been but 
for the act of 1844, I will endeavour to show how 
much better they might have been (by a very simple 
precaution, which it was quite open to the Govern- 
ment to take,) than they have proved to be under 
the complicated and hazardous machinery of that 
act. 

As Sir Charles Wood has assumed, in his view, 
the advantage of the circumstances which existed 
in 1844, and from that time till the autumn of 
1846, and which determined a large, influx of the 
precious metals into this country (most assuredly 
not caused bi/ that measure'), i must claim the 
same advantage for my view. 

portion of their assets., To this objection Sir Robert reel 
might have replied, that if such was likely to be the case, the 
proprietors should be apprised that it would be a condition of 
the Charter that they should have no voice in the declaration of 
a dividend. 
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Assuming such to have been the state of things 
on the renewal of the Charter, and such as I have 
stated, the implied engagement entered into by the 
directors, and the responsibility thus thrown upon 
them, it is perfectly impossible to suppose for a 
moment that they would have ventured to take 
such a step as they did — that of reducing their 
rate of discount from 4 per cent, to 2^ per cent. — 
immediately upon the act of 1844 coming into 
operation. Nor is it at all likely that they would 
have thought it right or safe to reduce their public 
rate of discount at any part of the period in ques- 
tion below 4 per cent. And as to their quarterly 
advances, the same motives would have deterred 
them from reducing the terms below those which they 
had required before the passing of the act of 1844. 

I am not disposed to exaggerate the influence 
of the reduction of its rates by the Bank be- 
tween 1844 and 1847. Some influence it cannot 
but have had, as I have before observed, in facilitat- 
ing the speculations which were then in progress. 
But, waiving the consideration of its influence in 
that way, it is to its influence, small though it may 
have been, upon the state of the Bank treasure, that 
I would now direct attention. In whatever degree 
the management of the Bank in 1 84 4 may have 
tended to reduce or keep down the general rate of 
interest*, it must have favoured the efflux of capital 
for foreign investment, and consequently must have 
somewhat abated the tendency to influx, or to the 
maintenance of the then existing amount of bullion. 
1 cannot, therefore, blit think that if the Bank in 

* Allowance should be made, with reference to the reduction 
of the Bank rate of interest, for the circumstance that aft»T 
March, 1845, it was a minimum rate, — a new practice of the 
Bank, which has aggravated all the other inconveniences of a 
variation of its rate, rendering the real rate somewhat higlor 
than the declared rate, hut also preventing the former from 
being publicly known. 
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1844-5-6 had kept up its rates, and thus kept 
down or reduced its securities, there would have 
been an increase of its treasure beyond the utmost 
amount that it actually did reach. One million 
additional of treasure is, I conceive, the lowest com- 
putation of what must have been the effect of the 
Bank allowing its securities to run down to so low 
an amount as they must have reached if the rate of 
its discounts and loans had been kept up as I have 
supposed, and that the directors had not made pur- 
chases, as I take for granted they would not, of 
public securities at the high prices then prevailing. 
The treasure would thus, I presume, have amounted, 
in the summer of 1846, to nearly 18 millions; as- 
suming all other things to have been the same as 
regards the reserves of gold held by other banks 
subsequent, to the Banking Acts of 1844 and 1845. 
The provisions of those acts, however, rendered it 
in some degree incumbent upon all issuing banks 
to hold larger reserves of gold than they had pre- 
viously been accustomed to hold. The extra amount 
of gold thus reserved beyond the amount previously 
held, or that would, but for those acts, have been 
held by the provincial banks, can hardly be com- 
puted at less than two millions.* If, therefore, the 
amount of these extra reserves had been added, as 
in the absence of the acts in question they would 


* I believe that 1 am considerably within the mark in con- 
fining myself to an estimate of two millions as the amount 
of the gold coin absorbed by the extra reserves which the 
legislation of 1845 compelled the Scotch, and Irish bankers 
habitually to retain ; and it is fortunate that so important 
a point can be placed on a more certain foundation than a 
mere statement of individual opinion. Confining, in the ISrSt 
instance, my observations to Scotland and Ireland, I may ob- 
serve that the acts of 1845 rendered it imperative on the 
bankers of those countries to retain in coin a sum equal to the 
excess of their outstanding circulation above a given maximum. 
The legal maximum of circulation for Scotland was 3,087,209/., 
and for Ireland, 6,354,294/. ; and the following table represents 
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have been, to the Bank treasure, the amount of 
bullion in the Bank in August, 1846, would have 
been between 19 and 20 millions, viz.: — 

Amount as it stood 29th Aug., 1846 - £16,366,000 
Addition supposed from diminished 

securities of the Bank - - - 1,000,000 

Addition of what, but for the extra 
reserves of provincial banks, would 
have flowed into the Bank - - 2,000,000 


£19,366,000 

Here, then, would have been the Bank with a 
treasure of upwards of 19 millions at the first mani- 
festation of a drain in the autumn of 1846. 1 may 
also take credit for the probability that the drain 
would have been somewhat less by the difference of 


the state of the Scotch and Irish note issues in December, 
1845 : — 



Date. 

Actual 

circulation. 

Excess of actual 
circulation above 

Scotland - 

5 Dec. 1845 

£ 

- 3,804,000 

the maximum. 

£ 

717,000 

Ireland 


- 7,715,000 

- 1,361,000 


2,07 8,000 

As the whole of this excess of actual circulation beyond the 
statutory limit was represented by coin in the safes of the 
several hanks, it is plain, that leaving England entirely out of 
view, an extra internal demand of more than two millions was 
caused by the acts of 1845 in Scotland and Ireland alone. 
The maximum of the English country circulation was fixed at 
8,478,893/., an amount considerably less than that usually in 
circulation in past years of ordinary prosperity. The vacuum 
has been filled to a certain extent by the paper of the Bank of 
England. But a very large proportion of the new medium 
has been in the shape of coin ; and whether this proportion may 
be one half, three fourths, or the whole of a million, according 
to the periods of the year, it is certain that it constitutes an 
important addition to the extra demands from Scotland and 
Ireland, and more than justifies the assumption made in the text. 



382 


THE ACT OF 1844. 


the rate of discount between 3 per cent, as it was, 
and 4 per cent, as it would, upon my hypothesis, 
have been in the interval from August, 1846, to 
January, 1847. The directors might safely have 
looked on without altering their rate till the end of 
January, 1847. By that time having lost (say) 
3| millions of their treasure, and being under the 
responsibility of keeping up a large reserve, and 
exercising foresight with that view, which would 
have led them to the conviction that the causes of 
drain were of a formidable character, they would, 
as I imagine, have raised their rate to 5 per cent. 

It is not improbable that the directors, having 
raised the rate to 5 per cent, at the end of January, 
and having still so large an amount of bullion, 
would have waited till the 8th of April to judge of 
the progress and character of the drain ; when, 
seeing a further loss of 3 millions, they might have 
thought it necessary to raise the rate to 6 per cent, 
per annum. If this advance had not had the effect 
of visibly checking the drain, and if by the 17th of 
April there were to have been, as there was, a fur- 
ther loss of treasure, the directors might have 
reduced the dates of bills admissible for discount 
to 60 days, instead of 95 days. This would have 
operated as a considerable restriction of accommo- 
dation, but would not have been attended with 
any thing like the shock to credit that attended 
the violent measures which were actually adopted 
by the Bank at that period, and which I have else- 
where described. 

Every merchant, or manufacturer, or banker, 
possessing good bills not exceeding the Bank time, 
would still have been secure of converting them, 
so as to enable him to meet his engagements ; but 
this he could not be sure of under the restrictions 
which Avcre actually imposed. 

The effect of the shock of the 17 th of April Avas 
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almost immediately to turn the exchanges ; and, in 
a few days after, to stop the drain. 

The mere increase of the rate of interest to 6 
per cent., and a restriction of bills to 60 days, 
would not have had the same effect in turning the 
exchanges ; and there would consequently have 
been some longer continuance of the drain. 

I will suppose, therefore, on account of this differ- 
ence, that two millions more of bullion would have 
been exported before the foreign demand ceased. 
This, I am convinced, is a large allowance. 

The drain, then, which was surmounted in the 
beginning of May by the payment of seven millions, 
and by the violent restriction of credit by the Bank 
in the middle of April, would, in my hypothetical 
case, have been surmounted a few weeks later with 
the loss of nine millions. 

Under the existing system, the bullion remaining 
when the drain was stopped by the violent shock 
that has been described, amounted (24th April, 
1847) to 9,210,000/. 

According to the system which I have supposed, 
by the simple pressure of a high, but uniform rate 
of interest, and moderately restricted accommoda- 
tion, the drain would equally have been surmounted, 
although a few weeks later, and with the loss of 
two millions more of bullion ; but the amount of 
bullion held by the Bank would, at the end of the 
drain (say 26th June, 1847), have been 10,300,000/., 
or one million more than actually remained after 
the convulsion in April last. 

Such, I conceive, is, as nearly as may be esti- 
mated, the difference between what actually oc- 
curred in the first six months of 1847, under the 
act of 1844, and what might, and in all proba- 
bility would, have occurred without it ; and with 
only the precaution which, according to the view 
I have suggested, a wise minister might be sup- 
posed to have taken in agreeing fo the renewal 
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of the Bank Charter : — a stipulation that the 
directors should hold, habitually, a much larger 
reserve of bullion. 

The case is still clearer as regards the last six 
months of 1847. 

The great, immediate, and most formidable 
causes of the drain having been overcome before 
the end of June, the policy of the Bank would 
have been, in pursuance of the same system, not to 
have relaxed from whatever rate of interest, or 
restriction of accommodation, it might have imposed, 
till the whole of the disturbing causes had subsided, 
and the influx of bullion had so far set in as to 
atford ample assurance of the reinstatement of the 
proper amount of its treasure. 

Under this policy, the feverish state of the 
money market, commencing at the end of July, 
and the convulsion of it terminating in the crisis 
of the week ending on the 23d of October might, 
as I think, have been avoided. 

I have already supposed that the drain of the first 
six months, which carried away seven millions of 
the Bank treasure under the present system, would 
have taken two millions more under the system 
which I have suggested. The amount of the trea- 
sure would, therefore, have been, on the 26th of 
June, 1847, 10,300,000/. Or, in other words, allow- 
ing for an addition of three millions to the amount 
of bullion held by the Bank at the commencement 
of the drain (according to the computation at 
page 381. ante), and for the drain having lasted 
two months longer, and carried away two millions 
more than it did — the amount of the bullion, at 
the end of June 1847, would have been one million., 
greater than it was when at its lowest point in the 
last week of April. The balance of trade was, at 
that time, as nearly as possible, adjusted. A few 
hundred thousand pounds (not exceeding half a 
million) formed the utmost extent of any foreign 
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demand within the four or five weeks following ; 
and there is no reason to suppose that the de- 
mand would have been greater in my hypothetical 
case than that which actually occurred under the 
present system. 

Thenceforward, that is from the commencement 
of August, there was not any foreign demand for 
gold, and there would not, as I believe, have been 
any, supposing the Bank rate of interest to have 
then been 5 per cent., or, at the utmost, 6 per cent, 
as a uniform rate, for all such bills as were admis- 
sible under the former system, and for the descrip- 
tion of accommodation usually granted. In the 
early part of August, the great fall in the price of 
all descriptions of food had removed all appre- 
hension of further large importations ; and the 
extensive failures in the corn trade, followed by 
the still more important and extensive failures in 
other branches of commerce, these being, more- 
over, accompanied by failures of banks, caused 
such a degree and extent of discredit as left an 
immense vacuum in the ordinary channels of circu- 
lation. The whole of the increased demand, there- 
fore, on the Bank of England, for accommodation, 
thenceforward was clearly for purposes purely 
internal, and with the amount of bullion which it 
then possessed, and still more with the amount 
which it would have possessed in my hypothetical 
case, there was not, and could not have been the 
shadow of any ground for apprehending a further 
inconvenient reduction of its treasure. 

The directors therefore, instead of resorting to 
violent measures of restriction, as they were bound 
to do under the act of 1844, from the latter part of 
September to the 23d of October, in order to protect 
the narrow margin of their reserve, might, with 
perfect safety, have extended their accommodation 
to all legitimate claims upon them within their 
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ordinary rules. Thus some of the. enormous sacri- 
fices of property, and much of the intense suffering 
of a large part of the commercial community might 
have been spared. And I verily believe that, 
under the management here supposed, there would 
have been a larger amount of bullion rtf the Bank 
than there proved to be at the end of October last — 
namely, about eight millions. 

I have thus sketched an outline of the grounds on 
which I consider it beyond question, that if, instead 
of the pedantic scheme of dividing the Bank into two 
departments, and restricting the amount of the cir- 
culation of the country banks, the simpler plan 
had been adopted of requiring the Bank of England 
to possess habitually a much larger reserve than it 
had before held, the two tremendous shocks, of 
April and October last, might have been avoided, 
without the possibility of danger to the conver- 
tibility of the paper, and consistently with leaving 
a larger amount of treasure in the Bank, not only 
through all the earlier and more rapid stages of 
the drain, but also at the final termination of it. 

But I will put a still stronger case in illustration 
of my opinion, that, without the act of 1844, there 
would have been no real danger to the conver- 
tibility of Bank notes. 

Let us suppose that, in 1844, seeing no reason 
for a change of system in the Bank management, 
Sir Robert Peel had confined his arrangements, for 
the renewal of the charter, to a merely pecuniary 
consideration of the terms ; or, what is, perhaps, 
a still more simple hypothesis, that the charter had 
been renewed in 1832, as on former occasions, for 
an uninterrupted term of twenty-one years. We will 
also suppose, that whatever regulations might have' 
been thought necessary or expedient with a view to 
greater security for the solvency of the country 
banks, there would have been no restriction imposed 
on the amount of their circulation, as by the acts of 
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1844-5. What then would, probably, have been 
the management of the Bank, and what the re- 
sults, as compared with those which we have 
experienced? 

The presumption I think is, that in September, 
1844, the directors not considering themselves, as 
they did, in obedience to the spirit of the new 
act, released from their former rules or practice, 
would not have reduced their rate of discount. 
If they had kept to their routine line of po- 
licy in that respect, the probability is (on the 
grounds which I have suggested in the former part 
of this section), that the influx of bullion would 
have been increased by about a million at least ; 
and of the whole stock of bullion then in the 
country, there would, as in my former hypothe- 
tical case, have been two millions more in the 
coffers of the Bank of England, by the release of 
so much required, by the acts of 1844-5, to be 
held by the country banks. With the addition, 
then, of these three millions to the stock of bullion 
in the Bank, in August 1846, the amount would, 
as I have supposed in the former case, have been 
somewhat more than nineteen millions to meet the 
drain then setting in. The only difference between 
the former hypothetical case and this is, that in the 
first, the directors might be supposed (being bound 
by an implied engagement entered into for the 
maintenance of a larger habitual reserve of bullion), 
to have taken earlier measures to counteract the 
drain; whereas, under the second supposition, having 
no such engagement, they might be supposed to 
have allowed the drain to proceed much further 
before they raised the rate of interest. above 4 per 
cent. 

Granting that the directors, in the case last 
assumed, had suffered the drain to proceed till the 
8th of April without any advance of their rate ; by 
that time the loss of bullion would have "been so 



368 


THE. ACT OF 1844. 


striking, that whatever might be the stupidity, per- 
verseness, or ignorance, so liberally ascribed to 
them by Sir Robert Peel and Sir Charles Wood, 
they could not fail to have advanced the rate to 
5 per cent, per annum. Thus far, then, they would 
have been pari passu with the state of things that 
actually occurred. 

In each case, namely, the actual one, and that 
which I have last supposed, the rate on the 8th of 
April would have been raised to 5 per cent. But 
while, under the new act, the amount of bullion 
in the two departments was ten and a quarter 
millions, not more than one-third of it was applica- 
ble to the most variable, and consequently most 
hazardous branch of the liabilities. Under the 
former system, according to my hypothesis, there 
would have been thirteen and a quarter millions 
applicable to the whole of the liabilities!, and the 
question now is, how, under those circumstances, it 
is likely that the directors would have acted. 

It can only be on the presumption that they 
were perfectly uncorrected and incorrigible by 
experience, and had, therefore, not profited at all 
by the lesson of 1839, that they can be supposed, 
after having raised their rate of discount, on the 
8th of April, to 5 per cent., to have remained per- 
fectly passive under the further progress of the drain. 
I should rather believe that, seeing the strength of 
the tendency to a further efflux of bullion during 
the remainder of that month, they would, before 
the close of it, have taken a further step, by either 

* Bullion in the Bank on 17th April, 1847. 

Issue department ...... £ 6 ,& 50 , 000 ' 

Banking department - 3,080,000 

Total - - - 9,330,000 

1 But probably somewhat more, as before observed, in con- 
sequence of the higher rate of interest between August, 1846, 
and January, 1847. 



SUSPENSION OF CASH PAYMENTS. 389 

raising the rate of discount, or reducing the num- 
ber of days for bills, or by the sale of securities, or 
by adopting all these means of checking the drain. 
But I will allow to the currency party the full 
benefit of the assumption, that the directors would 
have been imprudent enough to have taken no 
step whatever for the reduction of their securities ; 
and thus to have allowed the drain to have taken 
its course unchecked, as far as the Bank of England 
was concerned. What then would have been the 
further course which the drain would have taken, 
thus unchecked by the Bank, except by an advance 
of one per cent, in the rate of discount? 

According to the currency theory, the drain, 
unless the Bank contracted its circulation , would 
proceed, uninterruptedly, to the utter exhaustion 
of its treasure. 

This doctrine of the interminable nature of drains, 
like every other peculiar to the currency theory, I 
consider to be utterly untenable upon any general 
ground of reasoning, and at variance with all ex- 
perience and evidence of facts. 

I cannot better convey my opinion of the nature, 
and causes, and limits, of a drain of gold, for export, 
than by quoting the following passages from a 
writer in whose views of the subject, expressed 
with admirable clearness, I perfectly concur: — 

“ Considering how great, and almost exclusive, a stress has 
been laid upon the extraordinary security said to be furnished 
for the convertibility of Bank notes by the Act of 1844, there 
is perhaps no point of more importance than to define as far as 
possible the nature of the only danger to convertibility against 
which that act can be imagined to contain a safeguard. Danger 
from internal panic, we have seen, it does not prevent. On the 
contrary, it tends to produce such danger when it docs not exist, 
and to aggravate it when it does. But the danger of having the 
whole of the Bank bullion drained out for exportation is that 
against which we are assured that the Act of 1844 is an effectual 
remedy. How is it, then, that we ever come to be exposed to 
this danger, and what are the means of averting it 7 


VOL. iv 


BS 
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“ The general law under which drains of gold for export take 
place is extremely simple, and if the whole of the circumstances 
naturally attending its operation were investigated, it would 
probably be found much less alarming than it has been generally 
represented. The debts and credits of two countries trading 
together generally balance each other, or are brought to an 
equality by the aid of some third country, which is a creditor 
to one of the two, and a debtor to the other. Thus, directly or 
indirectly, goods are paid for in goods. But it happens, from 
time to time, that payments requiring to be made out of the 
ordinary course of trade are most easily effected by a transmis- 
sion of the precious metals, and when this happens, gold or 
silver, as the case may be, will flow out of the debtor country. 
The chief cause of such payments in time of peace is a sudden and 
unusual import, which, from the nature of the case cannot 
be met by a sudden and equally large export ; and imports of 
corn to supply a defficient harvest have been hitherto, in the 
anomalous state of our corn trade, almost always of this kind. 
When such an event occurs, however, it is evident that a cer- 
tain definite payment has to be made, and that when gold 
enough has gone out for the purpose, the exchanges will revert 
to their ordinary state, and the general movement of trade will 
be the same as before. It would be clearly an absurdity to 
infer from the fact that a set of London merchants had incurred 
a debt of five millions sterling for corn to a set of New York 
merchants, and were discharging it by sending out gold, 
that therefore there would be no end of the transmission of gold, 
unless active measures were taken to stop it. The debt would 
be paid by the individual merchants, let the law or the Bank 
say what it might ; but it is equally certain that the payment 
would not exceed the debt. We have had some considerable 
drains of gold which came to an end without any effort being 
made for the purpose. The definite extent, and the natural 
course and termination of drains, resulting from a variety of 
causes, have been explained in the most lucid and instructive 
manner, by Mr. Fullarton, in his able work on the currency. 
In almost all cases , if we had a sufficient stock of gold in hand 
at the outset , the drain might safely go on until the foreign de- 
mand was satisfied , without disturbance to commerce . If, there- 
fore, our stock of bullion were adequate, and our commerce 
generally in a sound state, the infliction of pressure to check so 
harmless a movement would be gratuitous folly. 

“Our stock of bullion, however, may not be large enough to 
bear much diminution, or, though large, the probable drain may 
be great enough to threaten a dangerous reduction of it. In 
either case something must be done to keep up an adequate 
stock of treasure. There are but two things that can be done. 
One is to force goods abroad in payment of the debt, instead of 
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gold. The other is to induce foreigners to send gold for invest- 
ment in our interest^ bearing securities. In the latter case we 
pay the debt by the export of stocks and shares. In all cases 
the debt is discharged. The principle upon which the Act of 
1844 was founded was that of counteracting a drain by forcing 
the export of goods. This, however, even when it is practicable, 
can only be done by a most violent and destructive operation 
upon the value of all kinds of mercantile property dependent 
upon credit. The arrangements of the act are such as to ensure 
practically that when the bullion in the Bank is no more than 
about eight millions discounts shall be stopped and merchants 
thrown tor the means of meeting their engagements entirely 
upon their own resources. By this means goods held upon 
credit may be forced upon the market, and the reduction of 
price so brought about may facilitate exportation. It must be 
admitted that this, if it be a remedy, is a truly desperate one. 
It is, in fact, a kind of quackery, which may possibly be ad- 
missible when all else fails, but which certainly ought not to be 
called in except in the last extremity. 

“The only other mode of counteracting the effects of a drain 
of bullion is by establishing, if possible, such an advance in the 
current rate of interest as may attract capital from foreign 
countries. The application of this remedy need not of necessity 
be attended either with serious commercial disturbance or with 
discredit. It would make discounts dear, but neither unattain- 
able nor uncertain ; and supposing trade to be upon the whole 
in a sound state, the greatest evil arising from it would be a 
temporary diminution of commercial profits. It is by this 
remedy only that the drain of gold has been counteracted in the 
present year, and it is only in so far as it operated upon the rate 
of interest that the Act of 1844 has had any real influence in 
preventing the exhaustion of the Bank bullion. If the act had 
had no other operation, the country would have been spared the 
distress and mischief of the two panics, and yet have been just 
as well supplied with gold as it is at present. But even this 
remedy, though the most effectual and least objectionable, can- 
not in all cases be relied upon, for the gold will at all events 
flow out to discharge the foreign debt, and it is not always cer- 
tain that the gap can be filled up from some other quarter. 
Hence we may conclude, that not only the ease and security of 
our commerce, but the steadiness of our whole monetary and 
financial system, require the maintenance in this country of a 
stock of bullion large enough to meet such demands upon it as 
may occasionally arise from an unfavourable exchange ; or what, 
with a paper convertible into gold, is the same thing, from an 
adverse balance of foreign payments. The practicability of 
keeping up a great stock of gold is sufficiently proved by the fact, 
that in the ordinary course of trade the precious metals have a 



392 


THE ACT OF 1844. 


stronger tendency to flow into England than into any other 
country ; but the objection hitherto made to such a measure 
has always been its expense. It is of course natural to expect 
that the Bank of England should be unwilling to hold an exces- 
sive proportion of its capital in a form generally unprofitable, 
and its readiness, if not impatience, to get rid of its gold op 
some remarkable occasions, however injurious to the public, 
cannot be considered surprising in a commercial corporation. 
But if the management of this vast central hoard of bullion, 
being as it is a national reserve for certain great emergencies, 
were viewed in its true light, as an object of primary national 
importance, we do not believe that there would be any serious 
difficulty about the cost of keeping it up .” — Morning Chronicle , 
29th Dec., 1847. 

My belief, then, is, that the stock of bullion in 
the Bank, at the beginning of April, namely, twelve 
and a half millions, would have been ample to have 
satisfied the drain, without resort, by the Bank, to 
any measure more violent than an advance to 6 
per cent, and, possibly, a reduction of the echeance 
to sixty days. But I am inclined to think that it 
would have been sufficient if the rate had been 
simply advanced to 5 per cent. 

1 have already supposed that, with an advance to 
6per cent, and 60 days’ echeance, the drain would have 
carried off two millions more of gold than actually 
went in April and May. Granting, then, that in 
consequence of not advancing the rate above 5 per 
cent., and retaining the echdance at ninety-five days, 
one or two millions more had gone, making the 
reduction of treasure altogether greater by three or 
four millions than that which actually occurred ; and 
taking the reduction at four millions ; this, added 
to the seven millions, by which the treasure had 
been diminished between August 1846 and May 
1847, would make eleven millions to have gone 
towards redressing the adverse balance of trade : 
leaving, still, eight millions in reserve. 

Now that the whole cycle of events, from the 
commencement to the termination of the drain, is 
completed, it would be well worthy of the consider- 
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ation of those who have better means of judging 
than I have, how far the circumstances affecting 
the trade of the country, and the value of secu- 
rities, including railway investments, would justify 
the supposition that a much larger sum than that 
which I have here assumed, would have been re- 
quired, without any violent contraction of accom- 
modation by the Bank. 

There are two reasons that weigh with me in 
coming to the conclusion that the sums I have set 
down would have been more than sufficient to 
satisfy the demand for export. 

One reason is derived from a reference to the drain 
of 1824-5. It appears that from the 31st of August, 

1824, to the 31st of August, 1825, the loss of trea- 
sure by the Bank was about eight millions, namely, 
from 11,727,430/. to 3,634,320/. But, as the 
exchanges had turned before the end of July, 

1825, the probability is that some part of these 
eight millions had been taken for internal purposes ; 
especially as there were already premonitory symp- 
toms of discredit among the country banks. At 
any rate, these eight millions had fully satisfied the 
foreign demand, and the drain had run out without 
the smallest effort on the part of the Bank to resist 
it; there having been no advance in its rate of 
discount above 4 per cent. Here, then, was the 
case of a perfectly spontaneous termination of a 
drain, which was of a very formidable character, by 
an export of eight millions of gold. 

The other reason, on which, indeed, I lay more 
stress, is derived from a reference to the Bank 
of France. That establishment was, in. December 
1846, very critically situated, so much so, as to be 
compelled to have recourse to a measure very similar 
to that which had been resorted to by the Bank 
of England in the autumn of 1839. .It bor- 
rowed a sum of 800,000/. from parties irr Lon- 
don; and its prospects, at that time, .were ’full of 
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peril. In proportion to the magnitude of the com- 
merce of the two countries, the balance of trade 
seemed relatively to be more adverse to France 
than to this country, the former requiring an 
enormous importation of food, while its resources 
for the payment of it, by exports of commodities, 
were much less; and yet the Bank of France took 
no other measure for the counteraction of the effects 
of that adverse balance, than a very late and re- 
luctant advance in its rate of discount from 4 to 
5 per cent. The purchase from it of fifty millions 
of rentes by the Russian government no doubt 
operated as a relief. But it operated also, though 
indirectly, as a relief to the Bank of England, 
because, if the Bank of France had not been so 
relieved, its difficulties and necessities would have 
caused a further depression in our exchanges on 
Paris, and would have required more effort on the 
part of the Bank of England to turn them. I 
mention the instance of the Bank of France, because 
the doctrine of the currency theory that drains 
cannot be surmounted without a contraction of the 
circulation, would apply to it, in an eminent degree ; 
and yet the drain there did terminate without 
any contraction worth mentioning of the circu- 
lation, and with only a rise in the rate of discount, 
from 4 to 5 per cent. And, further, because the 
example of the Bank of France has, on some former 
occasions, been held up in disparagement of the 
Bank of England. 

In proof of the pertinence of my allusion to the experience 
of the Bank of France, anti as a further instance of the occur* 
rence of a serious drain of treasure in the face of an almost 
undiminished outstanding circulation, I may refer to the offfoial, 
returns of that establishment. I would particularly direct the 
attention of the partisans of the currency theory to this striking 
addition to the catalogue of anomalies which they find it so 
difficult to explain in accordance with their peculiar doctrines. 
For here in France is the same discrepancy as in England 
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But, recurring to the comparison between what 
has taken place, under the act of 1844, and what 
would have taken place, if the only precaution 
taken by the Bank of England, in April last, had 
been confined to an advance of its rate of discount 
from 4 to 5 per cent., according to my supposi- 
tion, I think there might have been an export of 
bullion, in all, between August 1846 and August 
] 847, of about eleven millions ; thus leaving, after 
the full satisfaction of the drain, at the latter date, 
eight and a half millions, which, inasmuch as all 
further demand, if any, for gold, must have been 
for internal purposes, would, unquestionably, have 
l>een quite sufficient. 

The hypotheses I have ventured to introduce in 
the preceding pages, will of course be contested, 
and I readily admit that I have no means of 
proving them : they are mere conjectures; but they 
are better entitled to attention, presenting, as they 
do, some tangible grounds for computation, than 
the confident assumption, without any details what- 
ever, by the advocates of the act of 1844, that, but 
for that measure, we should have had a suspension 
of cash payments. 

I will, however, bring the matter to a still closer 
test. Let us take the supposition by Sir Charles 
Wood, in his speech of the 30th of November, that, 
but for that act, the bullion in the coffers of the 
Bank might have been reduced to between two and 
three millions. The reduction of the bullion to 
this low amount, supposes that' the drain from 


between tbe variations of the notes and of the bullion. The fol- 
lowing were the average results of the quarters ended, — 


Quarters ended. 

25 March, 1845 

26 Dec., 1845 
26 Dec., 1846 

25 March, 1847 - 


Outstanding 

circulation. 

Francs. 

- 256, 000.000 - 

- 269,498,000 - 

- 259,459,000 - 

- 249,404,000 - 


Coin and 
bullion. 

F rancs. 

- 266,000,000 

- 187,334,000 

- 72,734,792 

- 79,535,000. 
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August 1846, to October or November 1847, 
would, in the absence of the act, have gone to the 
extent of sixteen millions. 

Granting, for the sake of argument, that the 
amount of bullion had been so reduced ; but not, 
for a moment admitting the remotest probability of 
such a run for gold, subsequently, as Sir C. Wood 
proposes, I would ask whether, after having parted 
with nine millions of gold more than actually was 
exported, amounting in all to sixteen millions, 
from the commencement of the drain, and there- 
fore satisfied so much of the foreign debt, the 
directors would have found more difficulty in recti- 
fying the exchanges than they did in April 1847 ? 
Is it possible that any competent person can, for a 
moment, doubt that there would, under such cir- 
cumstances, have been less difficulty, if any diffi- 
culty at all ; — and, if not, what becomes of the 
bugbear of our being reduced to suspend cash pay- 
ments ? 


Section 21. — The Conclusion of the Argument 
on the Act of 1 844. 

The view which has been sketched in the pre- 
ceding section of what might have been compared 
with what was , is not only of importance in showing 
how much in error Sir Robert Peel and Sir Charles 
Wood were, and probably still are, in their estimate 
of the operation of the act of 1844 : it also suggests 
the consideration of the immense advantage whiph a 
large treasure is calculated to afford to the Bank 
in an undivided state, in greatly mitigating the 
pressure which is inevitably incidental to the occa- 
sional occurrence of casualties entailing, suddenly, 
an adverse balance of trade. 
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The advantage which I thus ascribe to the 
possession by the Bank of a large treasure, consists 
in its enabling the directors to regulate their 
management with fewer and less abrupt changes 
in the rate of interest, and in the degree and kind 
of accommodation, than would be necessary with a 
comparatively small reserve. The difference, in 
this respect could not, by possibility, be more 
strikingly exemplified than by the experience of 
the present law. 

I have shown, on the strongest grounds of hypo- 
thetical reasoning, with how few changes, in the 
rate of interest, the Bank might have surmounted 
the recent pressure, if it had had the undivided pos- 
session and use of the bullion in its vaults ; and more 
especially, if it had had the possession and use of 
the two millions or thereabouts, which were, and 
are, absorbed very uselessly, as a consequence of 
the restriction on the circulation of the country 
banks. 

Under the present law, according to the ex- 
perience which we have had of it in the memor- 
able year which has just closed, the changes in 
the rate of interest, and still more in the extent 
and kind of accommodation, have been at least as 
frequent, as abrupt, and as violent, as might have 
been found to be necessary if the Bank had been 
on its former footing, with little more than half 
the amount of bullion which was in its vaults in 
August and September 1846. With a stock of 
bullion of ten millions at that time, on its former 
footing it might have counteracted the drain so as 
to have saved itself (that is, it might have rectified 
the exchanges, notwithstanding the formidable 
extent of the adverse balance of trade,) by measures 
not more violent than those which the directors 
were, in self-defence, obliged to resort to in April 
last (1847). 

We will suppose that, having a treasure of only 
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ten millions in August and September, 1846, they 
had been as supine in the interval between that 
time and April, as they were in 1839, and that, by 
the' middle of April, the bullion, after the payment 
of seven millions towards satisfying the adverse 
balance of trade, had been reduced to the same 
amount as the banking reserve was at that time, 
namely, about three millions.* If, then, having no 
resource such as was resorted to, in 1839, by a 
loan from France, the directors were determined, 
at any sacrifice, to save themselves from the neces- 
sity of suspending cash payments, as resolutely as 
the directors were last April to protect the reserve 
in the banking department, there is no reason what- 
ever to suppose that they would not have been 
equally successful in turning the exchanges, and 
consequently stopping the drain. f 

* There were eight weekly returns in 1839 (six of them con- 
secutive, in August and September) in which the bullion was 
only 2,400,000/. 

| Sir Robert Peel seems to have had a glimpse of the power 
of the Bank to save itself under most circumstances, and of its 
being only a question of the effects on the commercial community, 
whether it is expedient to resort to measures so violent as in some 
cases might be necessary. In the following passage of his speech 
in the debate of April 25th, 1845, he admits that under the former 
system there might be a guarantee for the permanent converti- 
bility ; but there would be a liability, he supposes, to a violent 
contraction of the circulation deranging the monetary transac- 
tions of the country. How much less, might it be asked, has 
there been of derangement than was contemplated in the fol- 
lowing remarks ? 

After repeating some of the assumptions on which the House 
liad proceeded, Sir Robert Peel added, “ There was another 
assumption on which the House also acted — that with a per- 
fectly ’unregulated competition in the issue of paper there was no 
necessary guarantee for the permanence of the convertibility of 
that paper, or rather, I should say, that though there might be 
the guarantee of permanent convertibility , yet there was no 
guarantee, where competition was perfectly unrestricted and 
unlimited, against the occasional necessity of sudden and violent 
contractions of the circulation, leaving , indeed , the nptes con- 
vertible into gold , but deranging the monetary transactions of 
the country y and shaking all confidence 9 even in public credit .” 



CONCLUSION OF THE ARGUMENT. 


399 


The fair inference to be deduced from this view 
is, that by the mistake — and a gross mistake it is, 
or. to use a more emphatic, and therefore more 
appropriate term, the great and grievous blunder*, 
committed in the separation of the Bank into two 
departments; the six millions of capital in the 
shape of bullion in the issue department were per- 
fectly inert, cut off, and inapplicable to the purpose 
of relieving the intense pressure which was felt 
from the want of available capital ; and that con- 
sequently no advantage whatever was derived by 
the country from possessing, accidentally, ( for it 
was by no merit of the act,) so very large an amount 
of bullion as existed at the commencement of the 
late drain. 


It is hardly possible to imagine confirmation 
more complete than that which is thus afforded by 
experience and the evidence of facts, of the cor- 
rectness of the anticipations which were enter- 
tained and expressed of the probable operation of 
the act by those who had originally opposed the 
measure. With a larger stock of bullion than was 
ever before accumulated in the vaults of the Bank, 
the commerce of the country has been visited with 
shocks which could not have been exceeded in 
violence, if the total amount of treasure at the 
commencement of the drain had been only one half 
of that which it, actually reached. 

With upwards of 16,000,000/. of bullion in 
hand, the Bank, when called upon to meet a 
drain for foreign payment, the actual extent of 
which did not reach nearly half that amount, and 
which, in all probability, would not, under th ; 

* According to Dr. Johnson, the meaning of the word 
“ blunder” is “ a gross mistake.” 
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least vigilant management conceivable, have reached 
10,000,000/., found itself so crippled by the arbitrary 
separation of its departments, that the directors 
were under the necessity of resorting to measures 
more severely restrictive of commercial credit than 
any that had been known since 1796-7. The 
variations, in the rate of interest, during the year 

1847, have exceeded in frequency and extent any 
of which there is to be found an example in the 
commercial history of this country. The number 
of the variations of the Bank minimum rate of dis- 
count has already been noticed. (See p. 330, ante . ) 
The range of variation of the Bank rate, since 
Sept. 1844, has been from 2£ per cent, up to 9 per 
cent., and recently down to 4 per cent. But within 
little more than nine months, namely, from the 
beginning of April, 1847, to the end of January, 

1848, the range has been from 4 per cent, up to 9 
per cent., and back to 4 per cent. While the 
market rate has varied, in this latter interval, from 
4 per cent, to 12, 15 and 20 per cent., and fallen 
back to less than 4 per cent. 

The three concluding propositions with which I 
terminated my view in 1844, of the plan then in 
contemplation, pursuant to the currency theory of 
dividing the Bank into two departments, will per- 
haps form the most fitting conclusion of my argu- 
ment on the act by which the scheme, then in 
contemplation, was carried into effect. 

“ 15. That it is only through the rate of interest 
and the state of credit, that the Bank of England 
can exercise a direct influence on the foreign ex- 
changes. 

“16. That the greater or less liability to variation 
in the rate of interest constitutes, in the next 
degree only to the preservation of the convertibility 
of the paper and the solvency of banks, the most 
important consideration in the regulation of our 
banking system. 
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“ 17. That a total separation of the business of 
issue from that of banking is calculated to produce 
greater and more abrupt transitions in the rate of 
interest , and in the state of credit , than the present 
system of union of the departments .” 


Sir Robert Peel, in the peroration of his speech 
of the 6th of May, 1844, thus described the im- 
portance of the measure he then brought forward, 
and the beneficial effects it was calculated to pro- 
duce : — 

“Considering the part which I took in the year 1819 in ter- 
minating the system of inconvertible paper currency, and in re- 
establishing the ancient standard of value, it will no doubt be a 
great source of pleasure to me, if I shall now succeed, after the 
lapse of a quarter of a century since those measures were adopted, 
in obtaining the assent of the House to proposals which are, in 
fact, the complement of them , and which are calculated to 
guarantee their permanence, and to facilitate their practical 
operation? 

A greater contrast cannot well be conceived be- 
tween the expectations thus held out by the framer 
of the Act of 1844, and the results which have at- 
tended its operation. So far from there being any 
just ground for the claim set up for it to be con- 
sidered in the light of a complement of the measures 
of 1819, calculated to guarantee its permanence, or 
to facilitate its practical operation, it may with 
more truth be said that it is an ugly excrescence , 
calculated to endanger the permanence , and to im- 
pede and derange the operation of the measures of 
1819. 

As the result of a careful examination of the prin- 
ciple* on which the Act- of 1844 was founded, and 

* I have here to repeat, what, I cannot too strongly impress 
upon my readers, that it must be distinctly understood, that 
throughout the whole of my argument on the ^principle and 
operation of the Act of 1844, I have in view only'those pro - 
visions of it whicli divide the Bank of England into two sepa- 
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of the experience of its working since the time when 
it came into operation, I have no hesitation in giving 
it as my opinion that it is a total, unmitigated , un- 
compensated, and, in its consequences, a lamentable 



In conclusion, I am wholly unable to suggest 
any scheme of regulation by which the occasional 
recurrence of periods of commercial discredit and 
distress can be prevented. But whatever may, 
hereafter, be the causes of such disasters, their 
effects cannot, in my opinion, fail to be greatly 
aggravated by restrictions, such as those of the 
present law, upon the amount of the Bank note 
circulation ; and, more especially, by the division 
of the Bank of England into two departments, (as 
one of the methods of imposing a limit on its 
issues.) 

All that I have to recommend is — 

1. A total abrogation of thuse provisions of the 
Acts of 1844 and 1845, which limit the amount of 
the note circulation, and separate the function 
of issue from that of banking in the business of the 
Bank of England. 

2. Such an arrangement with the Bank of 
England as will insure that its business shall be 
conducted upon a much larger average amount of 
bullion than that which, from the renewal of the 
charter in 1832 down to 1843, the Directors seem 
to have considered it incumbent upon them to 
maintain. 

rate departments, and which limit the amount of the country 
circulation. As to those provisions of the Act which relate “to 
better securing the solvency of the country banks, whether 
issuing or non-issuing, whether joint stock or private, I have 
not entered upon them at all. I have no objection to any 
measures calculated to improve the quality of the notes, that is, 
the solvency of the issuers. My objections are confined to inter- 
ference with their quantity . 
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SUPPLEMENT TO PART I. 

It would appear that the yield of the harvest of 1847 
was, in the first instance, in some degree over-rated. This 
was a natural . result of the appearance of bulk on the 
ground, and in the gathering, which seems to have distin- 
guished the wheat crops throughout the greater part of the 
kingdom. The average quality of the grain yet brought 
to market leads to the inference that, though the produce 
per acre was larger than in most previous seasons, this is 
materially counterbalanced, in effect, by a comparative 
deficiency in the yield of flour. 

From the week ending the 18th of September, when 
the average price of wheat fell to 49.s*. 6(t. to the end of 
January (1848) the price has been remarkably oven, 
varying little from an average of about f>3.s*. per quarter. 

The importations of foreign grain continued to be un- 
usually large till near the middle of November; but the 
quality, particularly of the wheat, being found, generally, 
very inferior, these supplies had a much less effect, upon 
the market, during the remainder of the year, than might 
be anticipated from a mere statement of their extent. It 
is understood that a large portion of the foreign win at of 
low quality, previously in store, was, in Decembci and 
January, disposed of, at reduced prices, as a substitute for 
inferior descriptions of grain. 

The corn-markets during flic last three months of 
the year were dull and quiet. Wheat of good quality, 
home or foreign, being apparently not abundant, or likely 
to be so, has been firmly held for the highest current 
price ; and had the demand not been cheeked by the de- 
pressed state of the manufacturing districts, or had the 
prospects of trade during the ensuing six months been les;. 
gloomy, the prices of grain would probably have ranged 
somewhat higher after the cessation of the imports in 
November: the yield of the last harvest being still vari- 
ously estimated, and the reported condition of the stock 
in the corn-growing countries, rendering it unlikely tha: 
we shall receive any considerable supplies from abroad 
unless at very high prices, before the next harvest. 
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Average Prices of Corn in England and Wales. 

It is generally known that the average prices of the six 
principal descriptions of grain and pulse, published weekly 
in the * London Gazette,’ are founded upon returns made 
by inspectors stationed in a large number of the towns of 
England and Wales, in which corn-markets are held. 
During a part of the period embraced in the present 
volume — that is to say, from its commencement to about 
June, 1842, — the number of towns from which returns 
were received, was 150. At about the last mentioned 
date the number was extended (under 5 & 6 Viet. c. 14.) 
to 290. This change would appear to have increased the 
quantity of corn brought under inspection in the process of 
sale, in the proportion of about four to three.* The effect 
on the apparent average price, if we may rely upon a com- 
parison of the weekly averages, as calculated separately 
under the Act above mentioned, and that (9 Geo. 4. c. 60.) 
previously in operation, during the 57 weeks immediately 
following the 28th of January, 1843 f, was, generally, to 
raise the apparent average price (of six weeks) by which 
the duty was regulated, (which then ranged at about 50.?.,) 
by an amount varying from Id. to 5d. per quarter. The 
weekly variation must, of course, have been greater. In 
other respects, the method of computing the averages ap- 
pears to have been the same throughout. 

In using these averages, it is requisite to bear in mind 
one or two circumstances connected with their origin. 
The particular purpose for which they have hitherto been 
taken — that of regulating the importation of foreign 
corn — seems to justify their exclusive reference to sales 
of home grown corn. But in applying them to any other 
purpose this should not be forgotten. The foreign grain 
which passes into consumption in this country is usually 
inferior in quality to our own. If included with that of 
home growth it would, therefore, tend to lower the general 
average. The quantity of foreign and colonial wheat, and 
of other grain, annually taken into consumption, varies,/ 
from a few thousand quarters to one-sixth or one-fifth of 
the whole quantity supposed to be consumed ; and the 
importance of the clement of foreign supply, in a comparison 

* See Parliamentary Paper, Common?, Session 1843, Xo. 23. 

f Papers, Commons, Session 1844, Xo. l'i'2. 
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of different years, has, of course, a similarly wide variation. 
It is also to be considered that the average quality of the 
grain consumed, home and foreign, varies annually, as well 
as the quantity of each of these taken to make up the aggre- 
gate consumption. It need hardly be observed that a quar- 
ter of wheat docs not always yield the same quantity of 
flour ; and so has not always the same effect upon the ulti- 
mate demand ; which has reference as well to the nutritive 
value as to the money price of the article. 

The annual average prices, as made up by the inspector 
of corn returns, arc not required for the purposes of the 
law regulating the importation of corn ; nor can they, as 
at present obtained, be deemed particularly valuable with 
reference to the more general purposes of statistical inquiry. 
In computing the weekly averages, regard is had both to 
the price and the quantity included in each contract of 
sale. But the yearly average is obtained simply by adding 
together the weekly averages for a year, and dividing the 
sum by 52. The accuracy of the result therefore depends 
upon tlio contingency — that the inequalities of the quanti- 
ties sold weekly, at different periods of the year, shall so 
balance each other as to render immaterial an entire exclu- 
sion of the element of quantity. In most years, the home 
supply is so regularly distributed over the whole period 
that the error would probably be very small. In others, 
however, it is not so. 

The average price for the year 1847, as made up in the 
usual way, is G9.v. 5h/. ; or llr/. less tlwm that of the year 
1839. Butlf regard be had to the quantities sold at ea$h 
weekly average price, the average for the year is only 
about 68,v. pcr»quarter. 

Again, the average price for the 52 weeks immediately 
following flic first week in September, 184G, (during 
which the British crop of that year may be supposed to 
have been in the market,) if taken in the usual way, is 
GS.v. 9//. But so irregular was the actual distribution (as 
shown by the inspected sales) of the produce of the harvest 
of 1840, over this period, that, were strict regard had to 
the element of quantity, the average price at which it was 
really sold, would probably be found not much to exceed 
GO.v. per quarter. The following were the aggregate 
quantities of wheat returned, as sold in each of t fob four 
jHwkxIs of thirteen weeks, each following # frhc 28th of 
Aqgust, 1847, with the average price for each sueli period, 

obtained 



410 AVERAGE PRICES OF AVHEAT [Am 

Table of the Weekly Average Prices of Wheat in England and 

the Nineteen Years 



1829. 

1830. 

1831. 

1832. 

1833. 

1834. 

1835. 

1836. 



s . d. 

s. d. 

«. d. 

s. d. 

s. d. 

s. d. 

s. d. 

5. d. 

First week - 


7S.11 

55.5 

68.3 

59.1 

52.6 

49.2 

40.1 

36.0 

Second week 


75.2 

56.1 

69.8 

59.2 

52.7 

49.2 

40.5 

36.6 

Third week 


74.10 

56.3 

70.6 

59.5 

52.8 

49.1 

40.7 

37.0 

Fourth week 


74.7 

56.2 

71.8 

60.0 

53.1 

48.10 

41.3 

37.10 

Fifth week 


74.7 

56.6 

73.3 

59.11 

53.3 

48.7 

41.7 

39.3 

Sixth week 


74.6 

56.6 

74.8 

59.9 

53.0 

48.11 

41.5 

39.7 

Seventh week 


73.11 

57.2 

75.1 

59.2 

52.3 

48.9 

40.10 

39.7 

Eighth week 


72.11 

58.4 

73.10 

58.10 

52.1 

48.8 

40.4 

40.7 

Ninth week 


G8.ll 

59.1 

72.4 

58.2 

53.2 

48.4 

40.4 

42. C 

Tenth week 


6G.6 

59.11 

71.9 

58.8 

52.2 

48.0 

39.10 

44.7 

Eleventh week - 


66.2 

GO. 8 

71.8 

59.5 

52.5 

47.8 

39.8 

45.0 

Twelfth week - 


G7.1 

61.2 

72.2 

59.5 

52. io; 

47.2 

39.11 

44.2 

Thirteenth week 


G9.4 

62.9 

72.4 

59.9 

53.4 

47.4 

40.0 

44.7 

Fourteenth week 


70.3 

G5.1 

71.7 

59.6 

53.10 

47.3 

39.9 

46.5 

Fifteenth week - 


70.3 

66.3 

70.8 

60.0 

53.8 

47.2 

39.3 

47.7 

Sixteenth week - 


70.7 

GG.l 

70.10 

60.11 

53.5 

47.6 

38.10 

48.8 

Seventeenth week 


69.8 

GG.5 

70.5 

61.8 

53.0 

48.3 

38.7 

48.10 

Eighteenth week 


G9.0 

'65.11 

70.3 

62.1 

53.5 

48.4 

j 38.6 

48.3 

Nineteenth week 


G9.2 

GG.G 

Go.ll 

62-1 

! 53.6 

48.7 

j 38.9 

47.11 

Twentieth week - 


G9.9 

G5.4 

68.4 

61.11 

54.1 

47.11 

j 39.8 

49.3 

Twenty-first week 


G9.G 

65.2 

65.5 

G1.9 

53.6 

47.2 

j 40.0 

50.4 

Twenty-second week 


70.7 

65.10 

66.4 

; 61.9 

I 53.7 

46.8 

39.10 

49.10 

Twenty-third week 

a 

71.5 

65.11 

60.10 

61.9 

■52.10 

46.10 

39.8 

49.5 

Twenty-fourth week 


j 71.3 

65.8 

67.9 

62.4 

| 52.9 

47.10 

40.1 

51.0 

Twenty-fifth week 


! 70.7 

66.5 

68.1 

62.4 

i 53.1 

48.10 

40.4 

51.1 

Twenty-sixth week 


| G9.4 

G7.5 

66.7 

63.1 

54.4 

49.6 

40.0 

50.6 

[ 

Twenty-seventh week 

| G8.2 

68.6 

65.9 

63.2 

54.7 

48.11 

40.5 

| 50.8 

Twenty-eighth week 

- 

GG.3 

| 

G9.G 

64.11 

63.5 

| 54.1 

48.4 

41.6 

! 50.7 

Twenty-ninth week 

- 

G5.10 

70.3 

64.3 

63.7 

j 54.8 

| 48.1 

*42. { 

| 49.4 

Thirtieth week - 

- 

| 1)6.2 

| 72.8 

64.6 

63.7 

i 56.4 

48.5 

43*6 

i 49.2 

Thirty-first week 

- 

( GG.ll 

74.11 

65.3 

03.5 

j 56.5 

48.4 

44.0 

| 49.6 

Years 

l 

- 

1 1829. 

I 

! 18,10. 

I 1831. 

! 

1832. 

j 

1 1833. 

j 

1834. 

i 

1835. 

; 1836. 
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App.] 

Wales j as computed by the Inspector of Corn Returns , ' during 
ending 1847. 


1837. 

1838. 

1839. 

1840. 

1841. 

1842. 

1843. 

1844. 

1845. 

1846. 

1847. 

i. d. 

«. d. 

*. d. 

d. 

s. d. 

a. d. 

8 . d. 

s. d. 

s. d. 

s. d. 

8 . d. 

58.9 

52.9 

80.2 

66.1 

61.8 

63.1 

47.1 

49.10 

45.8 

55.1 

66.10 

59.0 

52.4 

81.6 

65.10 

61.9 

63.0 

47.1 

50.9 

45.10 

56.3 

70.3 

59.6 

52.11 

81.4 

66.0 

61.7 

62.5 

47.10 

51.8 

45.7 

56.2 

73.5 

59.1 

53.7 

79.3 

65.4 

60.9 

61.5 

49.1 

52.3 

45.7 

55.7 

74,11 

58.9 

54.10 

77.0 

65.2 

60.9 

60.7 

49.3 

52.6 

45.5 

54.8 

73.10 

57.5 

55.4 

74.1 

64.11 

00.7 

60.6 

48.1 

52.7 

45.5 

54.3 

71.7 

56.5 

55.4, 

71.6 

65.3 

61.1 

59.11 

47.5 

53.6 

45.4 

54.9 

71.7 

56.2 

55.3 

71.10 

65.11 

61.10 

60.0 

47.11 

55.1 

45.2 

55.0 

74.7 

55.9 

55.2 

72.10 

66.4 

62.5 

60.10 

48.6 

56.2 

• 5.0 

54.6 

74.4 

55.11 

55.3 

73.8 

66.11 

63.6 

60.9 

48.3 

56.0 

45.0 

54.10 

74.2 

56.7 

55.4 

74.1 

68.2 

63.11 

59.11 

47.5 

56.3 

45.1 

54.3 

75.10 

56.9 

6.3 

71-3 

69.3 

63.9 

59.9 

47.G 

50.5 

45.5 

55.1 

77.0 

56.8 

10 

68.11 

69.1 

64.4 

58.4 

47.2 

56.5 

45.10 

55.5 

77.1 

56.2 

57.9 

68.8 

68.7 

64.1 

57.8 

46.2 

55.5 

46.5 

55.9 

74.5 

55.11 

58.8 

68.3 

68.11 

64.0 

58.2 

45.5 

55. 1 

46.3 

56.0 

74.1 

55.5 

58.10 

71.0 

69.6 

63.8 

59.10 

45.9 

55.4 

45.11 

55.10 

75.10 

55.6 

58.9 

72.7 

68.7 

63.8 

60.7 * 

46.7 

55.6 

45.11 

55.6 

79.6 

55.9 

59.0 

71.0 

68.5 

63.8 

61.0 

47.0 

55.3 

46.0 

56.5 

81.10 

55.10 

60.0 

70.6 

68.1 

63.2 

60.8 

46-4 

55. 1 

45.10 

56.8 

85.2 

54.7 

60.10 

71.2 

68.7 

62.5 

59.9 

46.2 

55.10 

45.9 

57.0 

94.10 

53.4 

62.2 

70.8 

68.0 

61.6 

60.9 

47.2 

55.10 

45.9 

55.5 

102.5 

54.4 

62.4 

70,5 

67.10 

61.6 

61.10 

47.0 

55.6 

46.3 

53.4 

99.10 

56.2 

63.1 

69.7 

67.1 

62.4 

63.6 

47.11 

55.6 

47.7 

52.10 

'88.10 

56.4 

64.3 

69.2 

67.7 

62.2 

64.0 

48.4 

55.9 

48.2 

52.0 

91.7 

56.5 

64.11 

68.1 

67.4 

62.5 

63.10 

48.11 

55.8 

47.10 

51.5 

91.4 

56.11 

65.6 

68.1 

67.8 

63.5 

63.11 

49.8 

55.9 

,47.11 

52.2 j 

87.1 

57.0 

67.3 

67.10 

67.8 

63.11 

64.3 

49.8 

55.8 

47.11 

,52.10 

82.3 

56.4 

68.0 

69.0 

68.6 

64.3 

64.10 

49.10 

|54.10 

48.10 

52.3 | 

74.0 

56.1 

68,0 

69.2 

69.6 

64.11 

• 5.8 

51.2 

1 1 

54.1 

| 50.0 

50.10 

I 

75.6 

56.11 

68.2 

69.8 

71.4 

66.3 

65.4 

54.2 

52.9 

51,7 

49,11 

77 3 

59.2 

69.1 

71.3 

71.11 

68.3 

| 63.9 

57.7 

51.0 

j 53.3 

| 47.5 

11 5 

1837. 

1838. 

1839. 

1840. 

1841. 

! 1842. 

1843. 

1844. 

i 1845, 

! 1846. 

1847. 


I I ! I ! I ! I I; !_ 

* The Act 5 & 6 Vi-ct, c. 14. came into operation ; but tly? averages were d >t 
affected by it for some weeks afterwards. 
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Table of the Weekly Average Prices of Wheat in England and 

the Nineteen Years 



1829. 

1830. 

1831. 

1832. 

1833. 

1834. 

1835. 

1836. 



s. d. 

«. d. 

s. d. 

8. d. 

«. d. 

s. d. 

s. d. 

s, d. 

Thirty-second week 


66.10 

74.11 

64.6 

63.2 

56.1 

48.6 

43.2 

50.8 

Thirty-third week 


66.7 

73.4 

64.3 

63.2 

54.2 

49.6 

42.6 

50.4 

Thirty-fourth week 


66.1 

71.4 

61.9 

62.0 

54.8 

48.9 

41.1 

48.10 

Thirty-fifth week 


66.4 

70.5 

64.2 

59.7 

54.7 

46.5 

40.4 

46.11 

Thirty-sixth week 


68.3 

66.7 

63.4 

58.0 

55.1 

14.3 

39.5 

48.1 

Thirty-seventh week 


67.1 

62.4 

63.7 

58.0 

55.0 

43.4 

38.10 

47.9 

Thirty-eighth week 


61.1 

60.2 

62.9 

57.9 

53.10 

43.2 

38.0 

47.10 

Thirty-ninth week 


60.3 

60.8 

61.7 

56.6 

53.0 

43.7 

37.7 

48 5 

Fortieth week - 


60,0 

62.0 

61.0 

54.7 

52.10 

42.9 

37.1 

48.2 

Forty-first week - 


59.4 

62.8 

59.11 

52.4 

52.4 

41.10 

37.0 

47.2 

Forty-second week 


58.3 

62.6 

59.2 

51.3 

51.7 

41.1 

36.11 

47.0 

Forty-third week 


56.4 

61. 6 

60.10 

52.7 

51.4 

40.8 

37.0 

47.7 

Forty-fourth week 


55.4k 

61.3 

61.3 

53.3 

51.7 

41.6 

36.5 

49.7 

Forty -fifth week 


55.7 

! 62.3 

62.7 

52.7 

51.6 

42 4 

36.7 

51.8 

Forty-sixth week 


| 56.4 

63.9 

62.5 

52.6 

51.4 

42.6 

3G.7 

55.6 

Forty- seventh week 


! 57.1 

i 

! 64.8 

62.4 

53.3 

50.11 

42.4 

36.10 

60.4 

Forty -eighth week 


50.10 

64.8 

61.8 

53.11 

50.8 

41.11 

36.11 

61.9 

Forty-ninth week 


57:2 

65.7 

60.9 

54.7 

49.8 

41.11 

36.9 

59.7 

Fiftieth week 


' 57.2 

66.1 

59.6 

54.9 

49.5 

41.1 

36.8 

60.4 

Fifty-first week - 


! 57.3 

67.2 

59.3 

54.5 

49.5 

40.11 

36.6 i 

60.6 

Fifty-second week 


| 56.5 

67.7 

59.2 

53.2 

49.2 

40.0 

20.0 

59.2 




68.1 

i 

1 





Annual average - 

-J 

I 66.3 

64.3 

66.4 

58.8 

52.il ; 

46.2 

39.4 

48.6 

Highest weekly average 

75.11 

74.11 

70.1 

63.7 

56.5 

49.6 

: 44.0 

61.9 

Lowest weekly average 

55.4 

53.5 

| 59.2 

j 51.3 

49.2 

i 

40.6 

36.0 

36.0 

Difference - 

- 

1 20.7 

19.6 

[15.11 

12.4 

| 7.3 

9.0 

| #.«> 

25.9 

Years 

- 

: 1829. 

1830. 

! 1831. 

j 1832. 

j 1833. 

| 1834. 

! 1833. 

1836. 


i 1 1 1 i I 1 1 i 

obtained from tlic weekly averages, without regard to quantity u 


1st quarter to 28th Nov. 1840, 

Quantity returned or 
sold in the inspected 
Markets, 

- 1,891,5(>J - 

Average 

Price. 

Sr d. 

m io 

2-1 

27th I-Y.b. 1817, 

1,(51 8,773 - 

07 10 

3'1 

2Pth May, 1817, 

],2.>8,:*8* - 

SO 0 

1th >. 

•>8th Aug. 1847, 

591,479 - 

79, 5 



Apparent average 

7 12 
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Wales , as computed by the Inspector of Corn Returns , during 
ending 1847 — ( continued ). 



1837. 

1838. 

1839. 

1840. 

1841. 

1842- 

' 

1843. 

1844. 

1845. 

1846. 

1847. 


*. d. 

8. d. 

«. d. 

8. d. 

8. d. 

d. 

8. d. 

s. d. 

s. d. 

s. d. 

8. d. 


€0.1 

69.11 

72.0 

72.10 

70.5 

61.3 

60.9 

48.10 

55.3 

45.2 

66.10 


59.5 

71.8 

72.3 

72.4 

72.5 

58.11 

61.2 

49.1 

57.0 

4S.1 

62.6 


59.6 

75.7 

71.1 

72.7 

74.7 

56.5 

59.9 

50.4 

57.0 

45.11 

60.4 


58.2 

/7.0 

71.10 

72.4 

7tf.l 

55.0 

56.8 

50.11 

56.6 

47.10 

56.8 


56.5 

74.5 

71.9 

68.11 

74.1 

53.3 

54.2 

48.6 

55.10 

49.0 

51.4 


56.6 

70.2 

70.9 

66.4 

71.2 

51. G 

53.0 

45.11 

54.1 

50.0 

49.6 


>7.8 

64.2 

69.8 

64.2 

64.8 

52.8 

50.10 

45.3 

52.6 

51.3 

53.6 


56.7 

61.10 

70.1 

64.1 

63.4 

54.0 

49.3 

45.9 

53.2 

53.1 

5C.9 


56.6 

62.11 

70.4 

64.7 

61.9 

53.2 

49.5 

46.1 

56.0 

54.0 

54.2 


55.9 

64.9 

67.2 

64.0 

61.6 

51.6 

50.6 

46.3 

57.9 

56.10 

54.3 


53.6 

66.0 

65.6 

63.3 

62.3 

51.1 

50.8 

46.3 

58.2 

59,10 

55.2 


51.8 

65.7 

66.5 

62.5 

63.6 

50.9 

50.1 

46.0 

59.5 

60.10 

53.6 


S1.0 

66.4 

66.5 

61.7 

64.5 

49.5 

50.5 

46.0 

60.1 

61.9 

52 4 


51.7 

69.5 

67.4 

| 

62.1 

65.5 

48.7 

51.8 

4C.3 

59.7 

62.3 

53.8 

; 

52.11 

72. 1 1 l 

| 

I 68.6 

62.2 

66.4 

48.8 

52.1 

46.4 

58.6 

| 61.5 

54.3 


54.4 

73.iO i 

69.0 

61.8 

65. 1 i 

49.8 

51.7 

45.10 

57.11 

59.8 

52.11 


53.7 

73.4 

67.1 

GO.O 

C4.9 

49.0 

51.0 

: 

45.4 

| 58.2 

59.0 

52.1 


52.6 | 

73.1 ! 

66.3 

59.7 

63.6 

48.6 

51.1 

45.2 

59.0 

59.7 

51.11 


52.8 | 

75.6 i 

65.8 

58.10 

62.7 

47.3 

50.9 

45.1 

59.4 

60.3 

52.2 


53.5 ! 

78.4 

6G.8 

59.1 

62.9 

46.10 

50.3 

45.3 

57.11 

59.10 

53.0 


53.2 1 

78.4 

66.5 

60.1 

62.10 

47.2 

49.9 

45.6 

55.4 

61.6 

53.11 



78.2 | 




; 




64.4 



55.10 

64.7 ; 

70.8 

66.4 

64.4 

57.3 

1 50.1 

51.3 

50.10 

54.8 

69.9 


60.1 j 

78.4 j 

81.6 j72.10 

76.1 

65.8 

G1.2 

56.5 | 

60.1 

64.4 

102.5 


51.0 ! 

52.4 1 

65.6 

58.10 | 

60.7 46.10 

45.5 j 

45.1 

45.0 

45.1 

49.6 


9.1 

26.0 

16.0 1 

14.0 

15.6 

18.10 

15.9 

11.4 j 

15.1 j 

19.3 

52.11 


1837. J 

1838. 

1839. 

1840. 

1841. 

1842. 

1843. j 

1844. 

i 



B 


If the annual average price be computed with regrrd 
to the element of quantity only, as here exhibited, for the 
([carters, and without descending to the (greater) weelly 
variations, it will he found to be, instead of 71a*. 2d. only 
64. v. Gd. . 

There is another objection to the present jncthod of 
making up the annual averages, in their exclusive relation • 
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to the astronomical year, beginning the 1st of January. 
They arc thus based, usually, upon about 35 weeks’ sales 
of the produce of one harvest, and about 17 of the produce 
of another ; and so afford no satisfactory indication of the 
character of either. The period at which the produce of 
each harvest begins to rule the current price varies, in 
some degree, with the seasons ; but it would obviously 
not be difficult to fix a date for the commencement of the 
harvest year, (as, for instance, as the first week in August,) 
which would cause the annual average price to indicate, 
with tolerable accuracy, at once the comparative yield of 
successive harvests, and the annual variations of the cost 
to the consumer. 


Home Supplies of Wheat , in Harvest Years , as indicated by 
the Official Returns for England and Wales : 1 839-— 47. 

The quantities of wheat of home growth returned as 
sold in England and Wales in the markets inspected for 
the formation of the official averages, in each harvest year, 
are stated in the following table. The harvest year is here 
computed from the first week in September forward, for 
the reasons given at page 6 anti (note). It will be borne 
in mind that about June, 1842, the returns were extended 
from 150 to 290 markets, under the Act 5 & 6 Viet, 
c. 14. 


Harvest 

Years. 

First 

Quarter. 

Second. 

Quarter. 

Third 

Quarter. 

Fourth 

Quarter. 

Total. 


Qrs. 

Qrs. 

Qrs. 

Qrs. 

Qrs. 

1839-40 

1,051*352 

988,671 

925,669 

1,056,308 

4,022,000 

1840-41 

904,807 

953,934 

862,456 

1,149,451 

3,870,648 

1841-42 

924,939 

766,445 

806,925 

1,127,864 

3,626,173 

1842-43 

1,318,543 

1,226,329 

1,254,724 

1,279,393 

5,078,989 < 

1843-44 

1,489,025 

1,400,G27 

1,216,621 

1,107,181 

5,213,454 

1844-45 

1,G17,G08 

1,751,637 

1,630,058 

1,665,065 

6,664,368 

184 5-4 G 

1,708,018 

1,414,866 

1,398,264 

1,178,821 

5,699,969 

1846-47 

1,891,561 

1,618,773 

1,258,383 

594,479 

5,363,196 
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Prices and Foreign Supplies of Wheat , in Harvest Years 9 
since 1828. 

If it be assumed that each year’s crop of wheat rules the 
weekly average price from the first week in August for- 
ward, and that all wheat and wheat flour of foreign pro- 
duction entered for home consumption after the 5th of 
August in each year goes into consumption with the crop 
of the current year, the following may be received as an 
accurate statement of the prices of the harvest year since 
1828, and of the foreign supply added, in each year, to that 
of home growth. 


In the 

Harvest Year. 

Animal 

Average 

Price. 

Quantity of Wheat 
and Wheat Flour (stated as 
Wheat) entered for con- 
sumption. 


.v. d. 

Qrs. 

1828-9 

70 4 

1,954,457 

1829-30 

03 9 

548,859 

3830-31 

67 10 

2,857,403 

1831-2 

01 3 

157,107 

1832-3 

54 5 

329,962 

1833-4 

49 9 

77,774 

1834-5 

41 5 

45,084 

1835-0 

42 8 

27,707 

1830-7 

55 0 

35,380 

1837-8 

57 10 

246,994 

1838-9 

71 8 

3,500,957* 

1839-40 

68 0 

1,702,482 

1840-41 

03 6 

1,925,241 

1841-2 

03 4 

2,985,422 

1842-3 

49 4 

2,405,217 

1843-4 

53 9 

1,600,912 

1844-5 

40 7 

476,190 

1845-0 

54 8 

2,732,134 

1840-7 

08 9 

2,458,000 


The following is a more complete statement of the 
foreign supplies of grain, and similar food, imported into 

* It, would appear from the ollicisil accounts whence these fjpiros 
are taken, that upwards of 500,000 quarters of the wheat entered 
for consumption in the autumn of 1838, had lain in bond for. fvc or 
six years. 
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the United Kingdom, during the harvest years, 1845-6 
and 1846-7 : — 


Wheat 

1845 - 6 . 

1846 - 7 . 

qrs. 1,669,026 

- 1,571,433 
870,444 

Barley 

„ 203,865 

Oats 

„ 656,273 

- 1,294,207 

Bye 

„ 324 

28,885 
- 241.791 

Peas 

„ 111,623 

Beans 

„ 235,689 

390,454 

Maize 

„ 363,111 

cwts. 2,655,201 

- 2,906,248 

Wheatmeal or flour, 

- 4,463,724 

Oatmeal - 

„ 3,622 

24,329 

ltyemeal - 

» 1 

200,729 

Indian meal 

„ 95,064 

- 1,007,160 


The following Table, exhibiting the operation of the 
three different scales of import duty in use since 1828, at 
intervals of 5s. in the price, may serve to indicate, nearly, 
the conditions under which the foreign supplies above 
stated were received, prior to the suspension of the corn 
laws in January, 1847 : 
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Apr.] 


SUPPLEMENT TO PART II. 

The state of the markets for produce other than corn, 
have already been observed upon, down to about the 
middle of September, 1847. To complete the review of 
the year, it remain? to notice the fluctuations of prices 
during the last three or four months. This period, though 
short, derives some importance from its embracing consi- 
derable variations as well in the prices of some descriptions 
of produce, as in the rate of interest, and in the amount of 
Bank notes in circulation. It seems proper, therefore, in 
treating it, to enter somewhat into detail. 

The Table on the next page exhibits the prices of the most 
important articles of general consumption in this country, in 
the last week of December, as compared with their prices 
at the same period in each of the two years immediately 
preceding ; and if taken in conjunction with the similar 
Table given at page 78 (ante) of the prices of the same 
articles in the second week of September, in each of the 
same years, it affords a tolerably complete view of the state 
of prices at the beginning and end of the period now to be 
considered, during three consecutive years. 

If the prices of December 1847 be compared with those 
of December 1846, a fall will be observed upon about one 
half, in number, of the articles quoted • but in many of 
these instances the price of December 1847 will be found, 
notwithstanding, to be higher than that of December 1845. 
If the prices of September 1847 [stated ante , p. 78.] be 
compared with those of the end of December, here given, 
a fall will also be observed, as to about the same number of 
articles. 

In considering what may have been the causes of this 
fall of prices, particularly after September 1847, it is de- 
sirable to take first into account those which are most 
obvious, and which appear to have operated most widely. 
There is not, then, it would appear, a single article among 
those, the prices of which appear to have fallen during the 
last four months, or indeed during the whole of the year 
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1845. 

December. 

1846. 

December. 

1847. 

December. 

Timber, Jlr, Pantzicanri Memel load 
— Quebec yellow pine - load 
Hemp, St. Petersburg, clean - ton 
Flax, Riga, P.T.R. - - ton 

Tar, Stockholm - - barrel 

Tallow, St. Petersb., New Y.C. cud. 
Ashes, Canadian, pearl - - cud. 

Iron, British, bars - - - ton 

— Swedish, in bond r - ton 

Copper, tough cake - - - ton 

Lead, British, in pigs - > ton 

Tin, English, bars - ton 

Cotton, bowed Georgia - - lb. 

— Surat - - - - lb. 

Wool, English - - fleece 

— Spanish, Leonesa - - lb. 

Silk, East India - - - lb. 

— Italian - - - - lb. 

Coffee, St. Domingo - - cud. 

— Jamaica - cud. 

Tea, Congou .... lb. 
Tobacco, Virginia, in bond •• lb. 

Indigo, East India - - - lb. 

Cochineal - - ib. 

Logwood, Jamaica - - - ton 

Saltpetre, East India - - cud. 

Sugar, Muscovado, Gaz aver. cud. 
Rum, Jamaica - - pall. 

Beef, American and Canadian tierce 
Butter, Cork - cud. 

4 1 @ 41. 10s. 

3/. To*. @ 41. 

30/. @30/ Os. 

40/. @ 52/ 

15s. Gd. @ 16*. 
42*. 3d. @ 42*. 6d. 
24s. @ 24*. Gd. 

9/ 15s @ 10/. 

12 1. 
mi. 

19/. 10*. 

104/. 10s. 

3 id. @ 5 d. 
d. @ 3 id. 

12 s. @ 16s. lOd. 
2s. @ 2s. 4 d. 

8 *. Gd. @ IDs. 

21s. @ 30s. 

31*. ©35*. 

30s. @ 130*. 

8 $d. @2*, 3$d. 

3. id. @ h\d. 

1*. 10d. @ (is M. 
5s. 1 d. © 7s. 2d. 

41. 15s. g hi. 7s. 
25s. («), 28s. Gd. 

37 s. 3d. 

3s. @ 3s. 4 d. 

68 s. (a\ 77 s. 

92 s. @ 94*. 

4/. @ 41. 10s. 

31. 10s. @ 41. 

37/. 15*. @38 /. 

. 46/. @54/. 

17*. 3d. @ 17s. Gd. 
50 s. 3d. @ 51* 6d. 
28s. & 28s. Od. 
10 /. 

11 / 10s. @12/. 
88 /. 10*. 

18/, 10*. 

99/. 10*. 

5$d. @ 7 id. 

4d. @ 5|d 

Us. @ 15s. lOd. 
1 *. 8d. @ 2 s. 

8 s. @ 17*. 

18s. @ 25*. 

28*. @ 32*. 

25*. @ 115s. 

9d @ 2s. 

2 id. @ 5^d. 

1*. Hd. ® 6 s. 4d. 
4s. 6d. @ 6 s. 9d. 
41. 5* @ 4/ 10s 
23s. (id @ 27s. 6d. 
32s. 24 d. 

3s @ 3s. 3d. 

72 s. 6d. @ 100 *. 
92*. @ 94*. 

41. @ 41. 10*. 

31. l(Js. @ 41. 

36 1. @ 36 1 5*. 

44/. @52/. 

17*. 3d. @ 17*. Gd. 
44* 6d. @ 45*. Gd, 
36s. Gd. @ 37*. 

8 /. @ 8 /. 5s. 

11/. 5*. @ 11/. 10*. 
98/. 

18/. 

83/. 10*. 

4id. @ 6 d. 
2fd.@3fd. 

9*. @ 13*. 

1 *. 8d. @ 2 *. 

7*. @ 14*. 

14*. @ 20*. 

27*. @ 30*. Gd. 
25*. @ 128*. 

8 d. @ 1*. Gd. 

24d. @ 5£d. 

1*. ® 5*. Gd. 

4s. 4 d* @ 6 *. 9 d. 

41 @ 4l. 5s. 

30s. @ 32*. 

26 s. l$d. 

3s. 2d. @ 3s. Gd. 
90s. @ 100*. 

86 *. @ 92*. 

Bank of England circulation 

- “ 

£20,100, 0C0 

£20.500,000 

£18,700,0(0 

Bullion - 

- * 

£14,800,000 

£15,000 000 

£12,400,000 

Market rate of interest on 
etass bills - 

first | 

4 to 4 $ per cent. 

34 per cent. 

44 to 6 per cent. 


1847, the demand for which was not materially reduced 
duriug that period. Not only was the actual consumption 
diminished, in consequence of a diminution of the means 
of purchase of a large proportion of the consumers — by 
high prices of food in the earlier part of the year, and by 
want of employment and reduced incomes towards its close 
— but, as is apparent from all the reports of the state of 
the markets for produce, dealers also very generally re- 
frained, as far as was practicable, from renewing their 
stocks, either from scarcity of pecuniary means (present or 
apprehended), or from a natural tendency to await the 
condition of markets as they should be affected by the 
restriction of credit, either already felt or anticipated. . * 

On the other hand, while the demand was thus much 
reduced, the supply was very generally increased ; and 
that, in some instances, from a variety of causes operating 
concurrently. It can scarcely be necessary here to observe 
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that cemmodities held in stock, upon credit, are liable to 
be thrown upon the market without any very close refer- 
ence to the state of the current demand, whenever a 
general restriction of credit, or a material augmentation of 
the rate of interest, renders the retention of borrowed 
capital more difficult or expensive than usual. That there 
are few commodities requiring the investment of large 
amounts of capital which are not so held, to a considerable 
extent, is sufficiently well known ; and the facts stated and 
alluded to in the foregoing pages, respecting the commer- 
cial failures which occurred in September, October, and 
November, 1847, afford ample evidence that considerable 
quantities of East India and colonial produce, in particular, 
were held upon credit at the period referred to. 

The effect of a supply materially augmented by forced 
sales, being taken in conjunction with that of a reduced 
demand, it is not very difficult to account for the fall 
observed in the prices of such articles as tea, silk, indigo, 
cochineal, logwood, and others, between September and 
December 1847. Wool, cotton, and flax have suffered, 
more or less, throughout the year, and more especially 
towards its close, from a reduced demand for the factories ; 
and iron has been similarly affected by a reduced demand 
for the railways ; besides that, all these articles being held 
in large quantities, the limitation of credit and the pressure 
for floating capital must also have affected, more or less, 
the prices of each, by compelling their sale, or at least 
urging their holders to attempt to sell them, without giv- 
ing the usual degree of consideration to the state of the 
demand for consumption. 

The only article, not yet particularly referred to, the 
price of which has been materially reduced, is sugar. I 
deem it proper to treat this apart, as it is the article the 
fall in which was most remarkable, and attracted most 
attention ; and also because, in examining the causes of 
the fall, I shall have an opportunity of exhibiting, in parti- 
cular, the utter want of accordance between the fluctua- 
tions of prices and of the Bank note circulation observable 
in the last four months of 1847. 

All the causes of reduced prices, already adverted to, 

• bore upon that of sugar with extraordinary force. Ilow 
far the supply was excessive, may be judged of from the 
following figures, extracted from the latest returns made 
up at the Board of Trade : — 
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Sugar {unrefined) imported into the United Kingdom , and 
entered for consumption . 



1846. 

Gazette 

average 

Price. 

1846. 

Gazette 

average 

Price. 

1847. 

Gazette 

average 

Price. 


Cwts. 

s. d. 

Cwts. 

s. d. 

Cwts. 

i. d. 

In the 8 months ending 
bth September. 







Imported 

Entered 

3,624,239 

3,383,161 


3.797,907 

3,356,115 


6,459,914 

4,012,233 


Excess of supply - 

241,078 

34 8 

442,792 

31 4* 

1,447,681 

25 10 

In the 9 months ending 
10M October. 







Imported - 
Entered 

4,413,969 

3,888,923 


4,4G9,772 

4,020,488 


6,510,693 

4,581,492 


Excess qf supply 

525, 04G 

34 5* 

449,284 

32 3* 

1,929,201 

23 5| 

In the 10 months ending 
bth November. 







Imported 

Entered 

4,754,614 

4,228,113 


4,75»,9?3 

4,467,330 


6,976,007 . 
4,959,980 


Excess qf supply 

526,501 

35 10 

284,643 

33 1 

2,016,087 

22 6 

In the 11 months ending 
bth December. 







Imported 

Entered 

5,038,540 

4,037,448 


5,028,446 

4,886,543 


7.414,351 

5,387,054 


Excess of supply 

401,098 

30 8 

141,903 

33 2* 

2,027.297 

23 44 

\ 









Here the excess of supply would appear to have been 
quite sufficient to account for the low price observed to 
begin with. The fall of price between the 5th of Septem- 
ber and the 5th of November, from 2 5s. IQd. to 226*. 6d. 
was, it will be observed, accompanied by an addition of 
600,000 cwts. to the previous excess of supply ; and the 
subsequent rise to 23s. 4 £d., by the 5th of December, 
seems to be almost justified by the excess of supply having 
ceased to increase, without reference to any other circum- 
stance. Such is the explanation derived from a considera- 
tion only of the extent of the supply in relation to the 
demand. But enormous as was the actual excess of sup- 
ply, its effect upon the market is well known to have be^a 
materially increased by forced sales . 

The prices of sugar, however, as of other articles, which* 
fell with it, may be supposed, by the adherents of the cur- 
rency theory, to have been affected by the variations in 
the amount of the Bank note circulation produced by the 
violent efforts of the Bank of England, and other banks, 
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in the autumn of 1847, to comply with the restrictions 
imposed upon their issues. A reference to these varia- 
tions, as they actually occurred, will show how far any 
such supposition is well founded. 

For the week ending the 4th of September, the amount 
of Bank of England notes in circulation (including post 
bills) was 19,000,000/. ; for the week ending the 6th of 
November, 21,300 °00/. ; and for the week ending the 4th 
of December it was 19,600,000/. Similarly, the Bank 
note circulation of the United Kingdom, which by the 
monthly return of the 11th of September, amounted to 
33,778,000/., was returned, on the 6th of November, at 
36,736,000/. ; and on the 4th of December, at 34,605,000/. 

So that the variationr which took place in the price of 
sugar, as of other articles similarly affected by the severe 
restriction of credit in October, instead of agreeing with, 
were precisely the contrary of those which an adherent of 
the currency theory would have deduced from observation 
of the amount of Bank notes in use ; while, as has been 
seen, a glance at the relation of supply and demand 
explains them at once. 

If. however, further evidence be required of the extent 
to which the fall of prices observed, as to several articles 
of importance, in 1847, and particularly in the latter 
months of the year, is to be accounted for by reference 
simply to variations in the relation of supply and demand, 
it is to be found in abundance in the annual trade circulars 
issued in December, 1847, and January 1848. Subjoined 
are a few extracts from some of these papers : — 

W. J. Thompson and Sons. 22nd December , 1847. 

Sugar.. — Sugar has suffered greater depression during the past month 
than any other article of importance, the greater ease of the money market 
not having afforded it any relief : the present stocks in this country are 
enormous as compared with last year, and the portion held by suspended 
houses has pressed rather heavily on the market : added to which, the latest 
accounts from the colonies give prospect of a very abundant supply from 
most quarters, and the present low price of malt causes only a comparatively 
small quantity to be used for brewing and distilling purposes. 

Coffkb. — D uring the extreme depression which has now existed for some 
, months past, and which has so seriously affected nearly all descriptions of 
.produce, the coffee market, on the whole, has sustained itself tolerably wel), 
and does not exhibit that great depreciation in value which is perceptible i’i 
some of our colonial produce. * * * The stock of British West India 

amounts to about 2,400 casks, and 3,100 barrels and bags, against 2,800 casks 
and 1,950 barrels and bags; there is a falling off in the consumption of about 
700 casks. The public sales of Ceylon, during the month, amopnt to 19,557 
bags, and 400 cases and casks, of which 1 4,607 bags w/re of the plantation. 
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and 4,960 bags of the native sorts. Owing to the large quantity of the for- 
mer brought forward at an unusually dull period of the year, and consisting 
for the most part of inferior qualities, which generally compose the late ship- 
ments of the season, the sales have passed otf very heavily, a concession in 
prices having been made in nearly all instances, showing a total dccliue dur- 
ing the month of 4s. to 5s. per cwt. 


Laing and Brvmer. 5th . January , 1 848. 

Indigo.— During the past year 55,523 chests have been brought forward 
at the four periodical sales, of which not more than 28,264 were actually 
sold, and not less than 5,000 chests of the former quantity taken out, without 
ever having been exposed for sale ; proving beyond doubt that hitherto most 
unnecessary quantities have been exposed for sale, which circumstance itself 
is quite sufficient to depress the article, even in the face of a brisk demand, or 
even a rising market. 

Cochineal.— As we fully anticipated in our last annual report, this 
article, immediately upon the opening of the market, attracted, from its 
peculiar position, (viz. decreased stock and increasing demand.) a good deal 
of attention ; and during the first three months a very large business was done, 
with a rapid advance iu prices, more particularly during March and the be- 
ginning of April, when a purely speculative demand sprang up, and esta- 
blished an advance from the 1st of January, for all descriptions, of at least Gd. 
to 8 d. per lb. With this advance in price the demand fell off materially, 
and the importers, as well as holders, having shown at the same time great 
anxiety to realise, prices declined as rapidly as they had risen. 'Hie arrival 
of large supplies from Mexico in June, coupled with the early arrival of the 
Honduras crop, caused a still further depression, and so the article remained 
much depressed during the subsequent four months. * * * With.* brisk 

demand for export, a reaction took place during last month, and a consider- 
able amount of business was done, with a gradual advance, and pricers may 
now be generally quoted about 3d. above the lowest price, with a very firm 
market. 

Coffee. — This article, like sugar, opened with great spirit on the5th of 
January, and, like that commodity, rose up to the end of the month, and 
then gradually receded to the end of the year. The differential duty of 
18s. 8 U. per cwt. has given such an impetus to the cultivation of coffee, in 
Ceylon, that the .supplies thence have been sufficient to almost drive low 
foreign coffee out of this market. Forced sales have, however, caused, for 
some time past, panic prices ; and we look with certainty for an advance in 
the price of good ordinary native of 3s. to 4s. per cwt., which the article will 
bear without affecting consumption. Fine, fair, ordinary, and low middling 
Jamuicas, h^ve also receded in price, having been pressed by the rapidly 
improving quality of Ceylon of the plantation kind. Mochas have been par- 
ticularly steady. 

Manilla Hemp — Owing to heavy arrivals in the summer, which were 
generally brought into the market, and sold without reserve, experienced a 
great fall in the value, and sales were effected from 28/. to 30/. per ton : the 
market being now completely bare, a great advance has been obtained, the 
current value being 40/. to 42/. per ton, * 

Norton , Kilbvm , and Co. 1st January, 1848. 

Raw Silk - .— Bengal. — In the public sales in November but little business 
was done, the attendance of buyers being small, and a great indisposition 
shown by all panics to add to their engagements. * * * Since that 

period very little has been done, and the deliveries for the last two months 
show a considerable decrease as compared with the previous year. 
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China. — An active demand continued for China silk until the month of 
August 5 • • • hut subsequent to that period prices gave way, owing 

to the disturbed state of the money market, and a consequent desire on the 
part of holders to effect sales. 

Italian. —After the month of July, the demand was small, but uncertain, 
buyers not showing any disposition to add to their purchases more than was 
absolutely necessary, and the same feeling exists at the present time. 

Haywood and M*Viccar. Liverpool , S 1 st December , 1847. 

Cotton. — 1847,— •' The quantity actually consumed (supposing spinners to 
hold 50,000 bales against 100,000 last year) falls short of that in 1846 by 
431 ,000 bales, or an average weekly of 8,290 bales. * * * Throughout 

the whole of the year the complaints of spinners and manufacturers of the 
unremunerating state of business were general ; so much so that some mills 
stopped working altogether, and many others reduced their working days by 
several hours. * * * The quantity of cotton purchased by consumers in 

the months of September. October, and November, only averaged 14,500 
bales weekly, against 29,500 bales during the same period in 1846; and 
prices declined in this time 2 \d. per lb. December brought accounts 
of open and more favourable weather in the United States for the growing 
crop than those previously received, and so completed the discouragement 
which existed. 

Cunningham and Hinshaw . Liverpool, 31st December , 1847. 

Cotton. — Consistently with the progressive development of the difficulties 
of the year, a review of prices shows us that the highest obtainable rates were 
current in the month of January last. Still, under the influence of limited 
stocks and the expectation of small supplies, an arduous struggle was carried 
on between importers, speculators, and the trade, even to a period so late as 
the end of August, when it became apparent to all that the difficulties of 
manufacturers were too great to admit of any other course than a greatly 
reduced consumption. We consequently find that from this period prices 
continued, with but few alternations, gradually to decline until the end of 
November, a fall of 2 £tf. per lb. on the most current qualities of bowed and 
Orleans being submitted to, middling cotton of these descriptions being 
respectively quoted at to 4\d. and 4^/. to 4jr/. per lb. From this point 
there has been in these qualities a rally of fully \d. per lb., the decline having 
induced a somewhat increased demand, and there appearing also no prospect 
of our receiving any but a very moderate supply for a month or two to come. 

Hughes and Ronald. Liverpool , 1 st January, 1 848. 

Wool. — We are happy to say that we believe wool has suffered to a less 
extent than most of the raw materials of our leading manufactures, owing to 
the great caution displayed for a long time past. Prices are decidedly lower, 
say from 5 to 25 per cent, under the quotations of this date last year. The 
fall is most evident in Australian, Cape of Good Hope, Russian- A/erino, and 
Buenos Ayres wools, which is partly attributable to the undue quantities 
brought atone time on the market at the London pbblic sales. In domestic 
and some of the useful qualities of low foreign, as Fast India and Egyptian, 
the fall is less marked, and will range from 5 to 15 per cent. The entries of 
foreign and colonial wool into this port during the past year, although less 
*in number of bales by 8 , OCX) than during 1846, is fully equal in weight, tne 
excess in Buenos Ayres more than compensating for the deficiency from the 
West Coast of South America. 

Gibson , Ord, and Co. Leeds, 21 Jhn. 1848. 

“ During the latter portion of the year the reduction the price of home 
grown wool, suitable for the worsted trade, was from 10 to 15 per cent., the 
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clothing wools experiencing even a still greater decline, say from 20 to SO 
per cent. This difference in the value of the produce of the home and 
foreign grower is to be accounted for, by the fact that the former, taking no 
account of interest, is enabled to hold his clip for a much longer period, 
during the rule of low prices, than his foreign rival, who from the pressure 
of interest and charges generally finds himself unable to hold his goods and 
compelled to throw them upon the market, even at a sacrifice, in order to 
escape further loss by accumulation. Accordingly we find that though the 
stock of home grown wool in the country is now more extensive than it was 
in January, 1847, yet the amount held by the manufacturers and dealers is 
considerably less: on the other the stock of foreign and colonial wool, 
suitable for clothing purposes, at present in the hands of the manufacturers is 
*n a proportionable degree great 

Af. J. Mahony. London, 1st January , 1848. 

Iron. — In the early part of the year a considerable business in railway 
bars took place at from 9/. 5s. to 91. 1 5s both for home and foreign supply ; 
but towards the end of May it was evident a decline was about to take place, 
owing to .the difficulty of many of the railway companies getting their pro- 
prietors to pay up their calls ; t^is, followed by the pressure in the money 
market, brought the price in Jaly and August last to 81. 105. to 8/. 15s; 
since which, the article has gradually declined to 7/. per ton at the works, 
although some of the makers will not sell under 7 l. 10s. Bars, in Wales, 
owing to the principal ironmasters being fully employed on large orders for 
rails, commanded throughout the year almost as high a price as rails; in 
feet, at one period, higher prices were paid. The demand for bars, however, 
having been satisfied, the price has receded to about 7 L at the porta Staf- 
fordshire bars, hoops, and sheets have maintained firm prices nearly through- 
out the year, and an extensive business has been done, notwithstanding the 
high rates for money : latterly, however, a great falling off has taken place in 
the demand, and the general opinion of those conversant with the market is, 
that a decline of 22. per ton will take place on quarter-day next Foundry and 
forge pig iron were also in good demand throughout the year, but at present 
participate in the general dulness of the manufactured articles. As a matter 
of course, pig iron must fall in price as manfactured falls. 

Scotch pig iron has been in great demand throughout the year, and the 
shipments large. 


Thorbum and Co. Glasgow, 8 1st December , 1847. 

Iron.— The consumption and exports of pig iron, have exceeded the make 
by 60,000 tons. It is gratifying to remark that so large a quantity has been 
exported this year, exceeding the last, or any former period, by fully 30,000 
tons. * • * The make this year has fallen off considerably ; next year 

we may expect a further decrease, unless prices advance, as it is obvious that 
the present price will not pay the makers. It must be admitted that the 
home consumption this year has been less than the preceding, and this is 
accounted for, from the stoppage of a number of railways, See. 
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TABLES OF PRICES OF PRODUCE OTHER THAN 

CORN; 

The tables of prices in continuation of those appended 
to the previous volumes of this work, have been compiled, 
for the first six years (1840 — 1845), chiefly from Prince’s 
Price Current ; and for the last two years from the Price 
Current of The Economist newspaper. 

The prices are taken in the first weeks of January, 
April, July and November respectively, or at the periods 
nearest to those at which a quotation of the article in 
question could be found. 

As the principal purpose of these tables is to afford a 
comparative view of the variations of prices during long 
periods of time, it is obviously desirable that uniformity 
should be preserved in the method of their compilation. 
The plan adopted for the tables appended to the second 
volume has therefore been strictly adhered to, wherever a 
deviation from it, however otherwise advisable, appeared 
likely to interfere with this uniformity. The exceptions 
are few, and are readily explained. Some articles, as, for 
instance, oil of the northern fishery, and Russian pearl 
ashes, have now ceased to be quoted in price currents, regu- 
larly, if at all. The tables as to these have, therefore, been 
discontinued, and others substituted, containing the prices 
of similar articles which appear to have displaced them 
in the market. Others, as tea and foreign sugars, being 
imported and sold under new conditions, corresponding 
changes have necessarily been made in the mode of stating 
their priced. And one or two tables have been dis- 
continued, either because the article referred to (as 
bristles) is practically of no importance, or because, as 
in the instance of oil and whalebone of the northern 
fishery, it has ceased to appear in' the market. The dis- 
tinction between “ superior ” and “ inferior ” descriptions 
of coffee, and of one or two similar articles, has been 
abandoned, as it does not appear to be in any degree 
•essential to the purpose in view, and is likely rather 
to mislead than to aid the general reader, referring, as 
it does to a standard of quality, (amply sufficient, no 
doubt, for cotemporary uses, but) for the uniformity, of 
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which, during long periods of time, there is no adequate 
security. 

In reference to the changes made in the import 
duties during the eight years over which these tables ex- 
tend, it is necessary to observe that there was a general 
addition of 5 per cent, made to all the import duties, ex- 
cepting those upon “ corn, spirits, and timber and wood 
goods ” (on which specific additional duties were imposed) 
from 15th May, 1840. In some instances, subsequent 
enactments, in dealing with the duties on particular articles, 
incidentally withdrew, this addition. It is now applicable, 
however, to all those included in the following tables, ex- 
cepting timber, spirits, and tallow ; and in stating the rate 
of any particular duty for any period subsequent to May, 
1840, the 5 per cent., and the resulting fractions, are 
taken into account. 

14th Dec. 1847. 


ASHES, Barilla, in Bond, per ton. 

Import Duties. 


9/ @9/10 
9/1 5 101 
9/15 10/ 
9/15 10/ 

6/5 

7/10 8/10 

8/ @ 9/ 
9/15 10/ 
9/15 10/ 
9/15 10/ 
7/10 8/10 
7/10 8/10 

SI @ 9* 
9/15 10/ 
9/15 10/ 

6/5 

7/10 8/10 

7/10 8/10 

10/ @ 10/5 
9/15 10/ 

9/15 10/ 

6/5 

7/10 8/10 

7/10 8/10 

1842, July 9. Duty reduced. 

B. P. from 2 '-fad. to l^rf. per lb.— 
Foreign, from 8|d. to 2-^d. per lb. 
1845, March 19. Duty repealed. 

ASHES, Canadian, Pearl, 1st sort, per cwt. 

iiiililS 

31/ @32/ 
30/ 31/ 
32/6 33/ 
27/ 28/ 
28/ 28/6 
26/ 

24/ 24/6 
29/ 29/3 

s. $. d. 

30/ @30/6 
27/6 28/ 

34/ 34/6 

32/ 32/6 

25/ 26/0 

24/6 25/6 

24/ 24/6 

29/3 29/6 

». 8 d. 

30/ @ 30/C 
28/ 29/6 

34/ 34/6 

27/ 29/ 

27/ 30/ 

25/ 26/6 

24/ 24/6 

30/ 31/ 

30/ @3*1/ 

' 32/6 33/ 

27/ 28/ 

26/ 

26/ 26/6 

22/9 23/ 

27/6 28/ 

37/6 38/ 

COFFEE, British Plantation, in Bond, (Including 
Jamaica, Demerara, Berbice, Dominica, St. Lucia, 
and Ceylon), per cwt. 

i 

1842, July 9. Duty reduced from 
6jjjrf.to4j^., per lb. 

SIISSI*! 

86/ @155/ 
09/135/ 
47/ 144/ 

32/ 135/ 

30/ 150/ 

18/ 132/ 

25 f 130/ 
25/ 115/ 

84/ @160/ 
62/ 128/ 
43/ 118/ 

32/ 135/ 

34/ 156/ 

13/ 130/ 

25/ 120/ 

25/ 115/ 

s. t. 

81/ @ 150/ 
65/150/ 
40/ 148/ 

32/ 135/ 

19/ 133/ 

16/ 127/ 

25/ 115/ 

25/ 128/ 

8. 8. 
74/ @135/ 
62/ 147/ 

32/ 140/ 

38/ 150/ 

18/ 132/ 

16/ 142/ 

25/ 115/ 

25/ 128/ 




PRODUCE OTHER THAN CORN. 


COFFEE, St. Domingo, in Bond, per cwt. 


s.tL 

S. 

«. d. 

s. 

s. d. 

s. 

s. 


1840 

46/6 @52/ 

46/6 @ 

32/ 

43/0 ® 49/ 

42/ @47/ 

1841 

4 2/ 

47/ 

42/6 

45/ 

41/6 

40/ 

4*7 

40/ 

1842 

40/ 

40/ 

40/ 

40/ 

31/ 

31/ 

31/ 

34/ 

1843 

31/ 

34/ 

28/ 

33/ 

28/ 

33/ 

28/ 

33/ 

1844 

26/ 

30/ 

31/ 

34/ 

29/ 

33/ 

26/ 

34/ 

184 A 

26/ 

34/ 

26/ 

32/ 

28/ 

32/ 

31/ 

35/ 

I84G 

3!/ 

as/ 

35/ 

29/ 

34/ 

28/ 

32/ 

28/ 

32/ 

1847 

32/ 

28/ 

32/ 

**/ 

32/6 

27/ 

30/6 


COCHINEAL. 


— 

s. d. 

s. d. 1 8. d 

2.d. 1 8. d. 8. d 

8.d. 

2.d. 

1840 

4/9 

(Sl 7/0 4/6 @ 7/0 4/3 @ 7/0 

4/ @6/0 

1841 

3/10 

6/ 3/10 

0/3 3/9 6/3 

3/9 

6/3 

1842 

3/G 

6/3 3/4 

6/ 3/ A/G 

3/S 

*•/ 

1843 

4/2 

0/6 3/10 

G/4 3/9 6/ 

4/ 

c/i 

1844 

3/11 

0/ 4/1 

*73 4/4 6/ 

4/1 

A/9 

184 A 

4/5 

5/11 4/8 

6/3 4/11 G/A 

A/3 

7/3 

1816 

5/3 

7/2 i/1 

7/2 5/1 6/6 

4/5 

6/9 

1847 

5/3 

6/9 A/3 

7/3 ! 4/9 5/9 

4/ 

6/7 


COPPER, British, in Cakes, per ton. j 

1840" 

94/ 

1 9(i/ @ 97/ j 92/ 

95/ 


1841 

97/ 

98/ 

98/ 

98/ ® 

99/ 

1842 

96/ @ 98/ Obi 

90/ 

84/10/ 


1843 

84/ 

85/ 82/ 

82/ @ S31 

8,3/ <ft 

84/ 

1844 

85/ 

84/10/ 

85/ 82/10/ 83 

84/ 


1845 

84/ 

84/ 

88/10/ 

93/ 


1846 

93/ 

93/ 

93/ 

88/10 


1847 

88/10/ 1 98/ 

98/0 

98/ 



COTTON WOOL, Demerara, per lb. 


7840 

8d @‘l3d 'l HI d 

7 d tfi; 1 Id 

7d @ lid 

1841 

9 id 

Hid 9id(aj 

Hid !>id JOd 

9id 

lOd 

1842 

9} d 

lOd c}d 

Old 0 Hid 

6d 

8$d 

1843 | 

(id 

Bid Ad 

7 d Ad 7 d 

Ad 

7d 

1844 

Ad 

Id bid 

7jd Ad 7 id 

Ad 

7*d 

1845 

44d 

Id 4}d 

71d 4M 7|d 

Aid 

9d 

1846 

Aid 

7id Aid 

7$d Aid 7jd 

Aid 

7id 

1847 

A|d 

7 Id 7 

lOd Gid 9d 

*ijd 

9d 


COTTON WOOL 

, Bowed Georgia, per lb. 


1846“ 

Aid 

@ 7*d Ad @ 

(iid Aid @ 64 « 

ff*T@ ojd 

1841 

Aid 

7d 6 id 

?jd 5?d l\d 

Ad 

(iid 

1842 

4|d 

Gd 4d 

Old 3 Id (iid 

4d 

G|d 

184? 

4d 

Gd 3 id 

Aid 3fd A*d 

•l.d 

Ajd 

1844 

4fd 

bid fid 

6d 4}d Gid 

3}d 

Aid 

1845 

3 id 

4§d 34d 

Ad 3 id 5d 

3|d 

Ad 

1846 

3|d 

Ad 3|d 

M 3id Aid 

4$d 

64d 

1847 j 

(id 

8d Aid 

7d Ajd 7 Id 

Ad 



Import Duties. 

1842, July 9. Duty on Foreign 
Coffee reduced 
from 1*. 3Jd. to 8jjd. per lb. 
1844, June G. Duty further reduced 
to G^jd. per lb. 


1839, Jan. A. Duty reduced from 
H. 1*. 2s. per lb. 

Foreign (Is., 
to Is. per lb. on all. 

1845, March 19. Duty repealed. 


Dow n to the 19th of March 1815, 
the duties ou cotton wool were, 

11. F. - - 4^d per cwt. 

FArcign - 3s. f d. — 

They were then repealed. 


COTTON WOOL, East India (Bengal. Madras and 
Surat,) per lb. 


4|d @ 

6id 4d (ft 

Aid 

33d <ft 4 id , 3|d 

Aid 

4}d 

Aid 4id 

Aid 

32d 

Aid 3(d 

Aid 

3*d 

Ajd 3}d 

41d 

2»d 

4}d 3id 

AM 

3.Jd 

Aid 3 |d 

4|d 

24d 

4d 1 3d 

4|d 

3 d 

4 |d 3d 

4 id 

2ld 

4fd ; 2id 

4fd 

•2 id 

4d 24d 

Ad 

2jd 

3|d | 2|d 

4|d 

H d 

32 d 2Jd 

3fd 

2W 

4d 34d 

Ad 

Ad 

bid 3|d 

f*d 

4}d 

Afd ! 3jd 

4 id 


COTTON WOOI., Pernambuco, per lb. 

I lflf40"“9rf @ lOrf 'Bid @ 9id ! 8|d'@ 9id 8fd @/9 id' 
1841 Bid 9|d «Jd Old I M 9 *d Hd 9W 

1842 8d 94d fifd 7 Id > GJ d 7 }d 6|d 7*d 

1843 (Ud 7 Id Gld lid bid did Aid Gfd 

‘ »|d r.Jd ftfd (ild Ajd Oid Ad G4d 

lid Gd rad fiid 54d Old 6d 7|d 

Hd G4d Aj d GJd 5|d G§d Gd 7 d 


S' it 
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FLAX, St Petersburg, 9 head, per ton. 

Import Duties. 

38 l @ 40/ 
35 1 42/ 
No quotn. 

35/ @ 42/ 
35/ 42/ 

No quotn. 

35/ @ 42/ 
No quotn. 

35/ @42/ 
No quotn. 

1845. March 19. The duty 
per cwt., colonial and foreign) was 
repealed. 

33/ 34/ 

No quotn. 
No quotn. 

34/ 35/ 

No quotn. 

No quotn. 

No quotn. 


HEMP, St. Petersburg, clean, per ton. 



£ 

£ 

£ 

— 

£ 

£ 

£ 

£ 

1840 

36/@ 

36/10 

36/ 


36/10 


40/10 @41/ 

1841 

30/ 

39/10 

38/10 

@39/ 

38/10 

$ 39/ 

36/ 


1842 

36/10 


33/15/ 

34/ 

32/ 

32/10 

31/10 


1843 

31/10 


31/ 

31/10 

29/10 

3<y 

29/ 


1844 

20/ 


33/ 

29/ 

30/ 

27/ 


1845 

27/3 @ 

27/7/6 

28/5 

28/10 

29/10 

30 1 

30/10 

1846 

30/ 

3<l/» 

31/10 

32/ 

31/ 


36/10 

36/15 

1847 

37/15 

38/ 

_37/ 

— 

M _ 

41/10 

37/ 


per cwt., colonial and foreign) was 
repealed. 


INDIGO, East India (Bengal, Oude, and Madras), 
per lb. 



s. 

s. d. 

s.d. 

*. ! 

I s.d. 

s.d. I 

s. 

s.d, 

1840 

3/ @ 

9/8 

2/9 @ 9/ 

2/6 ® 9/5 

2/ 

@9/2 

1841 

2/ 

9/6 

2/ 

8/G 

2/ 

8/9 

1/6 

8/ 

1842 

1/6 

9/ 

1/6 

7/C 

i/s 

7/6 

2/ 

7/6 

1843 

2/6 

8/3 

2/6 

8 / 

2/2 

7/6 

1/9 

6/6 

1844 

1/6 

5/9 

2/2 

6/ 

2/2 

6/6 

2/4 

5/10 

1845 

2/4 

5/10 

2/3 

5/10 

2/ 

6/ 

1/8 

6/S 

1846 

1/10 

•V 

1/9 

6/7 

1/4 

6/ 

1/8 

6/4 

1847 

1/8 

6/4 

2/ 

J/io_ 

1/8 



—ML 


1842. July 9. The duty on indigo 
B. P. was reduced from li. 9s. 4 jd. 


Duty repealed. 


IRON, British, bars, per ton. 



1 £ 

s. 

d 

£ 

s. 

d. 1 

£ 

s. 

d. 

£ 

s. 

d. 


r° 

15 

0 

1 









1840 


@ 


f 8 

15 

0 

8 

5 

G 

8 

10 

0 


lio 

0 

0 

J 



f 7 

0 

0 




184! 

8 

5 

0 

7 

17 

G 

\ 

@ 


6 

15 

0 








l 7 

5 

0 




1842 

6 

15 

0 

6 

5 

0 

5 

10 

0 

5 

10 

0 




■ 







r 5 

2 

6 

1843 

5 

5 

0 

5 

2 

6 

4 

10 

0 

t. 

* 

0 





r 5 

10 

0 

6 

0 

0 

5 

15 

0 

1844 

4 

15 

0 

< 

© 



@ 



@ 






15 

15 

0 

6 

5 

0 

6 

0 

0 


r 7 

5 

0 




r 8 

10 

0 

9 

15 

0 

1845 

J 

@ 


10 

10 

0 

< 

@ 



@ 



17 

10 

0 




l 8 

15 

0 

10 

0 

0 


r 9 

15 

0 

9 

0 

0 

] 






1846 

•j 

@ 





r 0 

0 

0 

10 

0 

0 


lio 

0 

0 

9 

5 

0 

J 






1847 

10 

0 

0 

10 

0 

0 

9 

15 

0 

9 

15 

0 


IRON, Archangel. 


£ s. d. 

£ s. d. 

£ t. d. 

£ s. d. 

1840 . 

14 10 0 

. 

14 10 0 

1841 14 10 0 

14 5 0 

14 0 0 

14 10 0 

1842 14 10 0 

14 0 0 

13 0 0 

13 0 0 

1843 13 5 0 

13 ft 0 

No quotn. 

13 0 0 

1844 13 0 0 

12 0 0 

— 

No quotn. 

1845 No quotn. 

No quotn. 

— 

— 

1846 — 

— . 

— 

— 

1847 — 

— 

— 

— 


1845. March 19. The duties on 
bloom iron, iron in bars 
un wrought, old, broken and 
cast iron, and pig iron, were ; 
repealed. v 

The duty previously, on iron, 
in bars, unwrought, was 
1/. 2s. O^d. per ton. 

A genera) duty is retained on 
“iron and steel, wrought, 
not otherwise enumerated,’* 
of 10 per cent, ad valorem, 
B. P. and Foreign. 
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IRON, Swedish (In bond), per ton. | 

Import Duties. j 


£ ». d. 

£ s. d. 

£ s. d. 

£ t. d 



r 13 o o 

13 0 0 

*1 



1840 

1 13 ft 0 

isft& 0 

[ 12 0 0 

12 10 0 



r 13 5 0 

14 6 0 

1 

r ii 15 o 


1841 

L* 13 ft 0 

@ 

14 10 0 
[12 0 0 

V 12 0 0 

1 

1 12 ft 0 


1848 

13 0 0 

i 12 ft 0 

12 0 0 

11 0 0 



’ 11 5 0 

1 

(* 9 10 0 

1 


1843 

\ 11 ft 0 

V 10 10 0 

1 10 ft 0 

y n 10 o 



• 10 0 0 

9 5 0 

1 

r 910 o 


1844 

10 ft 0 

f 9 15 0 

9 10 0 

1 * 

^ 9 10 0 

l 9 SI 0 


1845 

\ 10 ft 0 

12 M 

12 0 0 

12 0 0 





r ii o o 

1 


1846 

12 0 0 

11 10 0 

1 11 ft 0 

11 0 0 




f 11 15 0 

11 15 0 

11 5 0 


1847 

11 15 0 


@ 





L 12 0 0 

12 0 0 

11 10 0 


LEAD, British, in Pigs, per ton. 



£ 

£ 

£ 

£ 


1840 

mm 

17/10 

18/ 

19/5 


1841 

20/5 

20/5 

20/ 20/5 

20/5 


1842 

19/15 

19/ 19/5 

18/ 18/10 

17/ ® 17/5 


1843 

17/ 

17/ 

C16/ to l 
1 16/10 3 

17/ 


1844 

17/10 

17/ 

16/10 17/ 

16/10 


1845 

16/15 

16/15 

19/ 19/10 

19 


1846 

19/10 

f 19/10 
l 19/12/6 j 

19/ 

w 


1847 

1*8/10 

18/15 

18/15 



LOGWOOD, Jamaica, per ton. 



S. s. 

s. a. 

1. 8. 

8. 8. 


1840 

1841 

165/ @185/ 
135/ 150/ 

165/@180/ 
130/ 140/ 

160/&165/ 
120/ 127/6 

135/ @ 150/ 
105/ 120/ 

Duty(2s. 2 Jd. per ton) repealed 19th 
March, 1845. 

1842 

90/ 105/ 

90/ 100/ 

90/ 100/ 

90/ 100/ 

1843 

90/ 100/ 

90/ 105/ 

100/ 105/ 

90/ 100/ 


1844 

100/ 105/ 

105/ 107/6 

95/ 107/6 

100/ 105/ 


1845 

100/ 106/6 

100/ 105/ 

100/ 105/ 

97/6 100/ 


1846 

95/ 106/ 

‘95/ 107/6 

85/ 90/ 

85/ 90/ 


1847 

85/ 90/ 

90/ 100/ 

85/ 95/ 

80/ 85/ 







1843. July 5. The duty on apertn- 


OIL, fish, per tun of 252 gallons. 


aceti oil of foreign fishing was 
reduced from 27/. 18s. 7^4. to 






15/. 15s. 0 d. per tun. And on 
train oil of foreign fishing from 

1840 

25/ @ 31/ 

24/ % 29/ 

24/ @ 28/10 

26/ @ 31/ 

1841 

27/ 33 / 

25/15 31/10 

27/ 32/ 

29/10 40 / 

27/. 18s. 7$<f. to 6/. Gs. 0 d. per 
tun. 

The duty on train oil ceased 1st 
January, 1847; and that on apet m> 
aceti oil will cease 1st January, 
1849. 

1842 

30/10 42/10 

28 / 40/ 

31/10 37/10 

84/10 41/10 

1843 

1844 

1845 
184C 

32 l 41/ 
32/ 36/15 
29/ 34/ 
26/10 27/ 

32/ 39/ 
31/ 32 / 
27/ 30/ 
28/ 28/10 

30/ 38/10 

30/ 36/ 

28/ 31/10 

28/ 28/10 

38/10 39/5 
29/ 35/ 
26/ 30/ 
27/15 28/ 

1847 

27/10 27/15 

27 27/10 

27/10 27/15 

26/10 27/ 
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[App. 


OIL, Southern fishery, per, tun. 


1840 

24/ @ 

26/ 

24/ @ 

- 25 1 

23/5 @24/10 

23/ @ 

26/ 

1841 

26/ 

30/ 

26/ 

2 91 

24/ 26/ 10 

32 1 

36/5 

1842 

32 1 

36/ 

32 1 

34 1 

30/ 35/ 

37/ 

43/ 

1843 

37/ 

41/ 

35/10 

39/ 

30/10 33/10 

34/ 

38/ 

1844 

34/ 

37/ 

31/10 

32 1 

30 33/10 

27/10 

33/ 

1845 

27/10 

33/ 

25/10 

29/ 

26/ 28 l 

24/ 

26/ 

1846 

24/10 

28 1 

24/ 

26/10 

23/ 24/10 

28/ 

31/ 

1847 

28/ 

31/ 

| 27/W 29/10 

24/10 26/10 

24/ 

26/15 


OIL, Galipoli, duty paid, per tun, of 252 gallons. 


1840 

60/ 

@ 61/J 

63 1 @ 

64/ 

60/ @ 62/ 

04/ ® 

65/ 

1841 

65/ 

66/ 

67/ 


67/ 

80/ 

84/ 

1842 

70/ 

72/ 

58/ 

59/ 

56/ 

55/ 


1843 

52/ 

54/ 

48/ 


44/ 44/10 

45/ 


1844 

45/ 


49/10 

50/ 

47/10 

43/ 

44/ 

1845 

42 1 

43/ 

42/ 

43/ 

40/ 

41/ 


1846 

41/ 

41/10/ 

39/10 

40/ 

37/ 38/ 

461 

47/ 

1847 

1 48/10 49/ 

54/ 

55/ 

47/ 48/ 

45/10 

46/ 


PEPPER, Black, si'ted, in Bond, per lb. 


Import Duties. 


Oil Galipoli. 


1841. Dec. 10. Duties reduced 
as under : — 


Of and from the' 
dominions of the , 
King of the Two r 
Sicilies, per tun. 
Ditto, In a ship' 
belonging to any 
of the subjects of V 
the King of the 
Two Sicilies. J 
Otherwise imported 


Prom To 
£ s d. £ s.d. 
8 80440 

10 10 0 6 G 0 
4 4 0 4 4 0 


1842. July 9th. The second 
above-mentioned duty was farther 
reduced from Gl. 6s. Od. to 41. 4s. Od. ; 
and on 9th May, 1845, was repealed. 

At the same date, the last-men- 
tioned duty was farther reduced 
from 41. 4s. 0 d. to 21. 2s. 0 d. \ and 
on 19th March, 1845, was repealed. 


1840 

4 d 


4d @ 

4 Jd 


4M 

3|rf @ 4\d 



1841 

3fd 

3*d 

4jd 

4jd 

3*d 4*d 

B. P., 

3./ 5 rf. per lb. 

1842 

3{d 

4 d 

3*d 

4|d 

3*d 

4 P 

3d 3fd 

(Malabar ) 

Foreign, 


1843 

1844 

3 Id 
3d 

4id 

Ad 

34d 

34d 

4Jd 

4d 

S' 

4Jd 

4a 

3d @3fd 
3d 4d 

1 


1845 

2 Id 

3| d 

3d 

3#d 

3id 

3Jd 

3d 

3fd 

3rf 3 jd 



1846 

1847 

$ 

3|d 

% 

* 

3*12 

2|d 34d 

2}d 3d 




PROVISIONS, Butter, Waterford, per cwt. 



s. 

s. 

s. 

s. 

s. 

s. 

s. 

s. 

1840 

88/ @ 

92/ 

90/ @ 

94/ 

90/ 

@ 95/ 

94/ @ 

98/ 

1841 

98/ 

104/ 

90/ 

96/ 

88/ 

92/ 

92/ 

97 

1842 

86/ 

93/ 

64/ 

76/ 

84/ 

88/ 

74/ 

78/ 

1813 

65/ 

76/ 

64/ 

80/ 

74/ 

77/ 

66/ 

75/ 

1844 

62/ 

72/ 

&<;/ 

70/ 

72/ 

74/ 

78/ 

86/ 

1845 

90/ 

96/ 

88/ 

95/ 

70/ 

79/ 

88/ 

93/ 

1846 

88/ 


78/ 


84/ 

86/ 

89/ 

91/ 

1847 

86/ 

88/ 

_84/__ 

86/ 

No 

quoin. 

I Noquotn. 


PROVISIONS, Prime Mess Beef, per tierce of 304 lbs. 



s. d. 


s.d. 

*> 1 ». s.d. 

s. d. 

1840 

122/G 


127/6 @130/ 140/ ® 142/C 

130/G 

1841 

132/6 


132/6 

115/ 1127/6 

126/ @125 

1842 

132/6® 135/ 

126/6 

1 27/61 117/G 120/ 

107/6 

1843 

105/ 

107/6 

1100/ 

102/6i 95/ 100/ 

82/6 

1844 

82/6 

85/ 

1100/ 

82/6 

95/ 

1845 

95/ 


90/ 

90/ 


1846 1 

No quotn. 

Noquotn. ! Noquotn. 

No quotn. 

1847 

1 


1 

" ! -T 

— 


SALTPETRE, Rough in Bond, per cwt. 


1810 

1841 26/ 

1842 | 26/ 

1843 25/ 

1844 ! 23/6 

1845 24/6 
rR46 | 23/ 
1847 > 23/ 


s. (I . s. 

23/6 @ 27/ 
29/0 


28/ 
2*/fi 
26/6 ! 
27/C , 
5W/ 
27/6 ! 


s. d s. 
23/6® 28/ 
27/ 29/6 

26/ 29/ 

24/ 28/ 


s.d. s. | 
25/6® 28/ I 
25/ 28/6 i 

25/6 28/6 

22/6 27/ j 


23/6 27/6 1* 22/6 26/6 

24/ 27/6 i 23/ 27/ 

23/ 27/ 23/6 27/0 

24/ 29/ I 27/ 35/ 


s. s. 

26/ @28/ 
26/ 28/6 

28/ 28/6 

21/6 27/6 

23/ 27/ 

25/ 27/6 

23/6 27/6 

25/2 9/6 


1845, March 19. Duty (G^ <f. per, 
cwt., 11. P. and Foreign) re- 
pealed. 
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SILK 

East India, Raw, per lb. 



Import Duties. 


i. 

a. 1 

a. s. 

4. 

8 . 

4. 

4. 



1840 

14/ @22/ 1 

H/ ® 

12/ 

@21/ 

11/6® 20/ 

1845, March, 19. Duty (lAtf. 
lb., I). P. and Foreign) 
pealed. 

per 

1841 

1842 

10/6 

9/ 

10/6 

19/ 

10/6 10/ 
9/6 19/ 

10/ 

H 

18/G 

19/ 

9/ 

8/6 

21/ 

18/6 

re* 

1843 

8/6 

18/ 

9/ 18/ 

7/9 

18/ 

19/ 

20/ 


1844 

9/6 

20/ 

9/6 20/ 

8/6 

20/ 

8/6 

20/ 



1845 

*8/6 

19/ 

8/ 18/ 

V 

18/ 

9/ 

19/6 



1846 

8/6 

18/ 

8/6 18/ 

8/ 

17/ 

V 

17/ 



1847 

V 

17/ 

6/6 15/ 

6/6 

15/ 

6/6 

15/ 



SILK, China, Raw, per lb. 




t.d. 

t.d. 

4. d. 4. 

4. 

4. 

4. 

4. 



1840 

22/6 @26/6 

23/6 @ 28/ 

22/ 

@28/ 

21/ 

@ 26/ 



1841 

19/ 

25/ 

19/ 23/6 

19/ 

22/6 

17/6 

21/6 



1842 

16/ 

»/ 

17/ 22/ 

17/ 

21/6 

17/6 

23/6 



1843 

17/ 

22/6 

18/ 22/ 

13/ 

21/6 

IV 

24/ 



1B44 

15/ 

24/ 

18/ 25/ 

16/ 

23/ 

16/ 

23/ 



1845 

16/ 

22/ 

14/ 19/6 

13/6 

19/ 

13/6 

21/ 



1846 

15/6 

19/ 

15/ 18/ 

14/6 

10/ 

13/6 

18/ 



1847 

12/ 

18/ 

10/ 16/6 

11/ 

17/6 

10/6 

16 



SILK, Italian, Raw (all descriptions), per lb. 




a. 

t. 

4. 4. 

a. 

s. 

a. 

s. 



1840 

18/ 

@33/ 

18/' ® 33/ 

18/ @33/ 

18/@ 

33/ 



1841 

18/ 

33/ 

18/ 33/ 

12/ 

26/ 

13/6 

26/ 



1842 

13/6 

26/ 

13/6 26/ 

12/ 

26/ 

11/ 

26/ 



1843 

16/ 

24/ 

13/ 22/ 

13/ 

22/ 

IV 

27/ 



1844 

IV 

27/ 

15/ 28/ 

IV 

26/ 

15/ 

26/ 



1846 

16/ 

32/ 

14/ 30/ 

U/ 

30/ 

15/ 

31/ 



1846 

20/ 

30/ 

20/ 30/ 

1H/ 

26/6 

18/ 

25/ 



1847 

18/ 

25/ 

17/ 24/ 

17/ 

23/ 

IV 

20/ 



SPICES, Cinnamon, Ceylon (first quality in Bond), 






per lb. 








4. 

4. 

4. 4. 

4. 

4. 

4. 

4. 



1840 

6/3 @ 7/10 

6/3 ® 7/10 

6/ @7/8 

6/4 @ 7/9 

B. P., 3 per ib. 

Foreign, M 


1841 

6/4 

7/9 

6/4 7/D 

6/4 

7/1 

6/4 

7/1 


1842 

6/4 

7/1 

6/ 6/10 

6/ 

6/10 

6/ 

7/6 


1843 

6/6 

7/6 

6/6 7/6 

6/6 

7/6 

6/ 

7/ 



1844 

6/ 

7/ 

4/5 6/7 

4/6 

6/2 

3/8 

5/5 



1845 

3/8 

5/5 

3/ V 

3/ 

4/10 

2/6 

4/6 



1846 

3/2 

4/6 

3/2 4/6 

3/2 

4/7 

4/ 

5/ 



1847 

V 

V 

4/ 5/ 

3/6 

4/9 

3/2 

4/10 



SPIRITS, Rum, Jamaica (10° to 20° O. P.) per gall. 




s. 

i. 

4. 4. 

4. 

4. 

4. 

4. 



1840 

- 

- 


- 

- 

5/1 ® V2 

1847. July 22. Duty B. P. 

re- 

1841 

5/ @5/1 

4/U @ V 

3/11 @4/1 

V 

4/2 

duct'd from Ha. lOd. to 7s. lOd. 

per 

1842 

V 

4/2 

4/ 4/2 

- 

• 



gallon 

1843 




- 

- 

. 

- 

Foreign 15s, 4d. per gallon. 


1844 

- 

• 

2/6 2/0 

2/6 

2/9 

2/9 

2/10 


1845 

. 

. 

2/6 2/6 

2/6 

2/7 

2/5 

2/9 



1846 

2/10 3/1 

2/6 2/10 

2/r 

3/1 

2/IQ 

3/3 



1847 

3/3 

3/0 

4/6 5/ 

3/6 

4/ 

3/2 

3/0 





STEEL, Swedish, per keg. 






£ 

t. d. 

£ a. d 

C 19 5 0 

£ 

1 

4. d. 

£ 

4. d. 

See “ Iron ” (ant&). 


1840 

19 

0 0 

] @ 

r 18 

0 0 

18 

10 0 






(19 10 0 

3 

f 18 

15 0 





1841 

19 

0 0 

20 0 0 

(23 

@ 

10 0 

r 

10 0 



1842 

19 

0 0 

18 10 0 

18 

0 0 

17 

10 0 






f 17 10 0 

f 16 

5 0 

f 17 

10 0 



1843 

18 

0 0 

> @ 


@ 

] 

@ 






(18 0 0 

(16 

10 0 

(18 

0 0 
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TABLES OF PRICES OF 


[Art. 


STEEL, Swedish, per keg (continued). 

Import Duties. 

1844 

1845 

1846 

1847 

£ i. rf. 
(16 10 0 

] © 

(16 1ft 0 

16 0 0 

16 0 0 
(1ft 0 0 

(1ft % 0 

£ l. 4. 
(18 0 0 

618 0 0 
(17 10 0 

CIS 0 0 
15 10 0 
(15 ft 0 
< © 

6 15 10 0 

£ s. d. 
(16 0 0 
< © 

(16 10 0 
(15 10 0 

(20 0 0 
14 10 0 
(15 5 0 

C16 10 0 

4 s. * 
|l6 10 0 

^ 15 15 0 
14 10 0 
|l4 10 0 


SUGAR, Muscovados, in bond (Gazette average), 
per cwt. 


1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

s. 

37/7 

60/1 Of 
37/4 

31/1} 

35/2 

33/0} 

3ft/4| 

33/1 U 

». 

40/ 

43/9 

38/0} 

3il 

32? 

34/4 

s. 

56/ 

37/9| 

35/11} 

32/3* 

31/10 

34/6} 

27/1 1 

57/4 

34/4} 

36/4} 

83/6} 

31/0} 

38/1 

34/2} 

22/9 

SUGAR, East India (Bengal, duty paid), per cwt. 

1845. March 14. Duty on British 
colonial sugars reduced from 

1/. 5s. 2§rf. per cwt. to — 

If equal to white clayed 16s. 4rf. 
per cwt. 

If not equal, 14». per cwt. 

1840 

1841 

1842 

1843 

1844 

1845 

1846 
(847 

59/ @70/ 
67/ 87/ 

65/ 74/ 

6ft/ 69/ 
55/ 69/ 

52/6 70/ 
32/ 57/6 

38/ 6ft/ 

61/ @73/ 
62/ 73/ 
56/ 71/6 
64/ 67/ 
65/ 68/ 
48/6 59/6 
34/6 65/ 
39/ 64/ 

76/ @ 87/G 
54/6 72/ 

65/ 70/ 

64/ 68/ 

65/6 67/ 
18/6 68/6 
33/ 63/ 

34/ 62/ 

80/ @ 89/ 
63/ 73/6 

56/ 70/6 

56/ 67/6 

52/6 70/ 

62/ 61/ 
33/6 65/6 

30/ 60/ 

SUGAR, Havana, white, in bond, per cwt. 

1845. March 14. Duty reduced 
Incidentally from 3/. 61. i}rf. 

to 3 /. 3s. per cwt. 

1846. August 18. Havana sugar 
classed with all other foreign su- 
gars : — 

Duty from 18th August 1846 to 
5th July 1847. 

If equal to white clayed, 1/. 4s.Grf. 
per cwt. 

If not equal, 1/. Is. per cwt. 

From 5th July 1847 to 5th July 
1848. 

Ifequal to white clayed, ll.3s.4rf. 
per cwt. 

If not equal, If. per cwt. 

1840 

1841 

1842 

1843 

1844 
184ft 

1846 

1847 

* S 

sump 

prohi 

1846. 

38/ @ 43/ 

30/ 36/ 

24/ 28/ 

26/ 36/ 

23/ 31/ 

2 ft/ 32/ 

36/ 89/ 

63/6 86/ 

ugar from 
tion In the I 
bitory, by th 

34/ @ 40/ 
30/ 33/ 

24/ 32/ 

26/ 35/ 

25/ 32/ 

25/ 35/ 

25/ 30/ 

64/ 68/ 

Havana was 
Jnited Kingc 
act 9 & 10 

#. s. 

33/ ® 40/ 

26/ 33/ 

25/6 30/ 

26/ 35/ 

23/ 32/ 

32/ 40/ 

28/ 31/ 

49/ 53/ 

first admitt 
Lorn, nt a du 
/let. c. 63. (1 

30/ @ 36/ 
24/ 33/ 

27/6 36/ 

23/ 32/ 

25/ 32/ 

32/ 40/ 

Duty paid* 
63/6 66/ 

46/ 61/ 

id for con- 
y less than 
8th August, 

| TALLOW, Russian candle, per cwt. 

1846. March 18. Duties reduced 
Foreign, from 3s. 2rf. to Is. erf. 
per cwt 

B. P. From3rf. to lrf. per cwt’. 

1840 

1841 

1842 

1843 

1844 
184ft 

1846 

1847 

$. 

50/0 

48/ 

50/6 

49/6 

43/ 

42/6 

43/ @ 43/6 
51/3 61/6 

63/6 

48/ 

48/ 

44/6 

42/6 

40/6 

42/6 @42/9 
50/6 50/9 

63/6 

49/ 

50/ 

42/6 

43/ 

42/ 

41/9 @42/ 
48/9 49/ 

50/ 

49/ 

50/6 

43/6 

43/ 

44/ 

4H/6 @ 49/ 
44/6 46/ 
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TAR, Stockholm, por barrel. 

Import Duties. 

1842. July 9th. Duties reduced. | 

Foreign from 15|. 9d. to 2a. 7*d. 

per last. 

B. P. tVom 12a.7jd.to per 

last. 

1845. March 19. Duties repealed. 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

17/6 

23/ «. 

18/ @ 18/6 
14/ * 14/6 
tl/6 14/ 
17/ 

15/6 16/ 
17/3 17/6 

a. «. 

18/6® 19/ 
22/6 

17/ 17/3 

14/6 

11/9 

16/6 17/ 

16/ 16/6 
17/3 17/9 

a. 

24/ 

17/6 

16/6 

13/6 

12/ 

13/ a. 
16/ @16/6 
17/3 17/6 

a. 

22/ 

18/.' 

15/6 a. 
11/6 @12/ 
15/6 16/ 

17/ 

1*6/ 16/6 
17/3 17/6 

| TEA, Congou, per lb. 

2a. 2*d., per lb. 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

a. d. a. d. 
2/4 @8/4 
1/8 2/3 

1/10 2/10 

1/1* 2/3 

10*4 2/4 

lid 2/6 

9<f 2/3* 

8d 2/2 

t.d . a.d. 
2/2 ® 2/6 
1/8 2/7 

1/10 2/9 

1/2* 2/1 
1/ S/3 

104 2/9 

8d 2/ 

8d 2/2 

a. tf. a.d. 
I/ll *@2/6 
2/3 * 8/ 

1/8 2/6 

10W 2/5 

8*d 2/2 

a. d. a. d. 
2/3* @2/10 
1/10 3/2 

1/6* 2/4 

lOfd 2/4 

lold 2/6 
8*d 2/4 

8d 2/ 

8d 1/6 

TEA, Hyson, per lb. 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

a. a. d. 
3/ @ C/6 

2/2 6/2 

1/10 3/2 

l/ll 4/ 

1/8 4/3 

2/6 4/10 

1/10 4/0 

1/6 3/6 

8. d. 8. 

2/6 @6/ 

2/ 5/11 

1/10 3/2 

1/9 4/0 

1/8 4/3 

2/6 5/ 

1/10 4/ 

1/4 3/6 

a.d. a.d. 
2/3* @6/1* 
2/4 3/8 
2/1 4/6 
1/6 3/9 
2/3 6/ 

2/ 5/ 
1/10 3/6 
1/2 8/6 

a. d. a d. 
2/5 @7/6 
1/11 3/3 

2/ 4/6 

1/8 4/3 

2/5 4/10 

,1/10* 4/10 

1/8 3/6 

1/ 3/2 

The duties on the importation of 
timber were slightly increased from 
15th May 1840, and were materially 
altered, and the mode of levying 
them changed, from the 10th of 
October 1842; and a further re- 
duction of the duties took place 
from !0th October 1843. The de- 
tails of these changes are too com- 
plicated for insertion here, but may 
be found in the Parliamentary Re- 
turns, Commons, No. 262, Session 
1842, and No. 417, Session 1846. 

The principal duties, covering 
by far the greater part of the timber 
imported, were from October 1843, 
to April 1847. 

€ a. d. 

On timber sawn or split— 

Of British possessions ) » 
in America, per load J w u 
Other parts - - 112 0 

Not sawn or split — 

Of^British possessions * 0 10 

Other parts - - 1 5 0 

The duties on foreign timber were 
further altered in the Session of 
1846, as under : — 

After 5th April, 1847.* 

£ s. rf. 

On timber sawn or split! 

per load 1 6 0 

Not sawn or split • 10 0 

After 5th April, 1848. 

On timber sawn or split 

per load 1 0 0 

Not sawn or split - 0 15 0 1 

TIMBER, Dantzic and Memel Fir, per Joad. j 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

8. 8. 

102/6 @110/ 
102/6 110/ 

97/6 105/ 

85/ 92/6 

80/ 92/6 

86/ 90/ 

80/ 90/ 

80/ 90/ 

a. s. 

102/6 @110/ 
102/0 110/ 
102/6 112/6 
85/ 92/6 

75/ 87/6 

80/ 90/ 
80/ 90/ 

80/ 90/ 

a. a. 

102/6®1 10/ 
102/6 110/ 

100/ 105/ 

80/ 92/6 

75/ 87/6 

75/ 90/ 

80/ 90/ 

80/ 90/ 

8. f. 

102/6 110/ 
97/6 105/ 

85/ 92/6 

80/ 92/6 

77/6 90/ 

80/ 90/ 

80/ 90/ 

80/ 90/ 

TIMBER, Quebec Yellow Fine, per load. 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

1847 

». 8. 

85/ 

80/ ® 95/ 
80/ 95/ 

55/ 65/ 

55/ 66/ 

75/ 80/ 

70/ 80/ 

70/ 80/ 

8. 8. 

85/ 

80/ @ 95/ 
80/ 95/ 

55/ 65/ 

62/6 67/ 
80/ 

70/ 80/ 

70/ 80/ 

a. a. 

85/ 

80/ @ 96/ 

80/ 95/ 

55/ 65/ 

62/6 67/ 

80/ 

70/ 80/ 

70/ 80/ 

80/ @ 95/ 
80/ 95/ 

55/ 65/ 

55/ 65/ 

70/ 

70/ 80/ 

70/ 80/ 

70/ 80/ 

TIN, English, in Bars, per cwt. 

1840 

1841 

1842 

1843 
1814 
1845 
I81G 
1847 

80/ @ 80/6 
T 
m w/ 
au 

M/6 

88/ @*2/6 
84/6 

73/6 

64/C . 

74/ 74/6 

80/ 82/6 
101/ 

99/8 

82/ ® 82/6 
82/ 84/6 

m w 

62/ 

73/6 

90/ 90/6 

93/6 

89/6 

a. a. 

88/ 

80/ ® 80/6 
67/ 68/ 

65/ 

73/ 74/ 

101/ 101/6 

96/6 

86/10 

i 





434 VALUES OF IMPORTS AND EXPOETS— 1838-46. [Ari>. 


TOBACCO, Virginia, In bond, per lb. 


Import Duties. 


WHALEBONE, South Sea, per ton. 




/6 
/6 

1/1 1 1 1/9 1/1 1 I 

1/11 1/9 


An Account of the Values of the Imports into , and Exports 
from , the United Kingdom, in the Years 1838 to 1846 
inclusive . 


Years. 

Value of ( 

Imports into 
the United 
Kingdom, 
calculated at 
the Official 
Rates of 
Valuation. 

1838 ' 

1839 

1840 

1841 

1842 

1843 

1844 

1845 

1846 

£ 

61.296,513 

62,048,121 

67,492,710 

64,444,268 

65,253,286 

70,214,912 

75,449,374 

85,281,958 

75,953,875 




calculated at the Official llatcs of Valuation. Produce and 

Manufactures 


Produce and 
Manufactures 
of the United 
Kingdom. 


Foreign and 
Colonial 
Merchandize. 


£ 

02,453,007 

97,394,G66 

102,706,850 

102,179,514 

100,255,380 

117,876,659 

131,558,477 

134,598,584 

132,288,345 


of the United 
Kingdom 
exported 
therefrom, 
according to 
the real or 
declared 
Value thereof. 


£ 

12,71 1,512 
12,795,990 
13,774,165 
14,7*23,373 
13,586,422 
13,956,288 
14,398,177 
16,279,318 
16,296,162 


£ 

105,165,479 

1 10,1 90,656 

116,481,015 

1 1G, 902, 887 

113,841,802' 

131,832,947 

145,956,654 

150,877,902 

148,584,507 


£ 

50,0 6) ,737 

53,233,580 

51,406,430,? 

51,634,623 

47,381,023 

52,279,709 

58,584,292 

60,111,082 

57,786,876 
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ACCOUNTS OP THE 


tA?*. 


The Accounts of the Bank of England , from 1840 to 
1847 inclusive. 

In the following Table the four principal items of the 
accounts of the Bank, as published prior to September, 
1844, are exhibited weekly for the whole period of eight 
years to which the present volume relates, with the excep- 
tion of an interval of about six months, between March 
and September, 1844, the reason for which will be stated 
where it occurs. 

In order to avoid the introduction of an unnecessary 
number of figures, as well as to afford additional facility of 
reference* five figures on the right hand of each item have 
been omitted, leaving the millions to stand as whole num- 
bers, and the next figures as decimal parts of a million. 
For most purposes, requiring reference to the state of the 
Bank accounts in the past, the degree of accuracy thus at- 
tained will be found practically sufficient. 

It may be necessary to observe that, throughout, the 
“ circulation,” includes the post bills. 
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BANK OF ENGLAND. 
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Date. 

Circulation. 

Bullion. 

Deposits. 

Securities. 

1840. 

£ 

£ 

£ 

£ 

May 26 

16.8 

4.5 

6.0 

21.1 

June 2 

16.7 

4.5 

6.1 

21.0 

9 

16.4 

4.6 

5.9 

20.5 

16 

16.2 

4.7 

6.3 

20.5 

23 

16.0 

4.8 

6.9 

20.9 

30 

16.6 

4.8 

7.2 

21.9 

July 7 

16.4 

4.6 

14.2 

28.9 

14 

18.1 

4.4 

9.1 

25.9 

21 

18.2 

4.4 

8.3 

25. 

28 

17.9 

4.4 

8.0 

24.4 

August 4 

18.0 

4.4 

7.3 

24. 

11 

17.5 

4.3 

7.3 

23.5 

18 

17.4 

4.3 

6.8 

22.8 

25 

17.1 

4.2 

6.2 

22. 

Sept. 1 

16.9 

4.2 

6.1 

21.7 

8 

16.8 

4.2 

5.9 

21.4 

15 

16.9 

4.2 

5.8 

21.4 

22 

16.4 

4. 

5.8 

21.2 

29 

16.5 

3.8 

5.7 

21.4 

Oct. 6 

16.5 

3.5 

5.5 

21.5 

13 

17.2 

3.3 

8.6 

25.3 

i 20 

16.8 

3. 

7.1 

23.8 

27 

16.4 

3. 

6.6 

22.8 

Nov. 3 

16.6 

3. 

6.2 

22.4 

10 

16.1 

3.1 

6.1 

21.9 

17 

15.9 

3.3 

5.8 

21.7 

24 

15.9 

3.5 

5.6 

20.8 

Dec. 1 

16.1 

3.6 

6.2 

21.4 

8 

15.8 

3.8 

6.6 

21.5 

15 

. 15.5 

4. 

7.3 

21.5 

22 

15.4 

4. 

7.9 

22.1 

29 

1841. 

15.5 

4. 

8.4 

22.8 

Jan. 5 

15.6 

4. 

8.4 

22.8 

12 

17.2 

3.9 

9.8 

26. 

19 

17.3 

3.9 

8.1 

24.6 

26 

17.1 

3.9 

7.6 

23.7 

Feb. 2 

16.9 

| 3.9 

7.1 

23. 

9 

16.6 

4. 

6.9 

22.5 

16 

16.5 

4.1 

6.5 

21.7 

23 

16.3 

4.3 

6.4 

. *21.3 

March 2 

16.4 

4.5 

6.5 

21.3 

9 

16.2 

4.7 

6.6 , 

21.1 

16 

16.1 

4.7 

6.7 * 

21. 

23 

15.9 

4.9 

6.1 

20.1 


VOL. IV 
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ACCOUNTS OF THE 


[ App 


Date. 

Circulation . 

Bullion . 

Deposits. 

Securities . 

1842. 

£ 

£ 

£ 

£ 

Dec. 3 

18.8 

10.6 

8.3 

19.2 

10 

18.5 

10.7 

8.2 

18.6 

17 

18.3 

11. 

8.2 

18. 

24 

18. 

11.1 

8.8 

18.3 

31 

18.2 

11.1 

8.8 

18.6 

1843. 
Jan. 7 

18.5 

10.9 

16.5 

26.7 

14 

20.7 

10.8 

13.8 

26.3 

21 

21.1 

10.9 

12.8 

25.7 

28 

21.2 

11. 

12.5 

25.4 

Feb. 4 

21.3 

10.9 

12.2 

25.3 

u 

20.7 

10.9 

11.9 

24.7 

18 

20.6 

10.9 

11.5 

24.1 

25 

20.2 

11. 

11.5 

23.5 

March 4 

19.7 

11. 

11.5 

23. 

ii 

19.3 

11.1 

11.3 

22.4 

18 

19.6 

11.3 

10.8 

22. 

25 

19.6 

11.5 

10.2 

21.5 

April 1 

19.5 

11.6 

10. 

21.1 

8 

20.1 

11.4 

13.3 

24.9 

15 

20.4 

11.3 

12.4 

24.5 

22 

20.4 

11, 

11.4 

23.7 

29 

20.2 

11.3 

11.4 

23.2 

May 6 

19.8 

11.1 

10.8 

22.5 

13 

19.5 

11.2 

10.1 

21.5 

20 

19.1 

11.4 

9.7 

20.6 

27 

19. 

11.5 

9.3 

19.9 

June 3 

18.9 

11.5 

8.9 

19.4 

10 

18.4 

11.7 

9.2 

19. 

17 

18.1 

12. 

9.2 

18.4 

24 

18. 

12.1 

9.5 

18.6 

July 1 

18.3 

12. 

10.4 

19.8 

8 

19.7 

11.9 

15.2 

26.2 

15 

20.4 

11.7 

13.8 

25.6 

22 

20.6 

11.7 

13. 

25.1 

29 

20.6 

11.8 

12.6 | 

24.5 

August 5 

20.2 

11.8 

12.5 

24.1 , 

12 

19.6 

12. 

11.9 

22:9 

19 

19.6 

12.1 

11.2 

22. 

26 

19.4 

12.1 

10.5 

21. 

Sept. 2 

19.4 

12.2 

11.. 

21.5 

9 

18.9 

12.2 

10.9 

20.8 

16 

18.7 

12.2 

10.3 

20. 

23 

18.4 

12.3 j 

10. 1 

19.4 

30 

19. 

12.2 | 

10.4 I 

20.4 
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Date. 

Circulation. 

Bullion. 

Deposits. 

Securities. 

1843. 

£ 

£ 

£ 

£ 

Oct. 7 

18.9 

12. 

10.3 

20.5 

• 14 

19.6 

11.7 

11.8 

22.7 

21 

19.8 

11.8 

11.4 

22.4 

28 

19.7 

11.9 

11.3 

22.1 

Nov. 4 

19.5 

12. 

11. 

21.6 

11 

19.1 

12.3 

11. 

20.8 

18 

18.7 

12.5 

10.5 

19.8 

25 

18.8 

12.8 

11.1 

20.2 

Dec. 2 

18.9 

13.1 

11.7 

20.6 

9 

18.5 

13.4 

12.2 

20.4 

16 

18.3 

13.9 

12.9 

20.4 

23 

18.6 

14.3 

13.2 

20.5 

30 

1844. 

19.3 ; 

14.9 

13.7 

21.2 

Jan. 6 

19.5 

15.2 

18.5 

25 

13 

21.2 

15.2 

15.9 

25.4 

20 

21.9 

15.3 

14.6 

24.8 

27 

22. 

15.5 

14.3 

23.9 

Feb. 3 

22. 

15.6 

14. 

23.6 

10 

21.7 

15.8 

13.4 

22.6 

17 

21.5 I 

15.9 

13.2 

22. 

24 

21.3 | 

16.1 

12.8 

21.2 

March 2 

21.2 

16.1 

12.3 

20.6 


Thus far this Tabic is compiled from the Appendix to 
the Reports of the Select Committee on Banks of Issue, in 
1840 and 1841, and from Parliamentary returns made 
subsequently,' and preparatory to the renewal of the Bank 
charter in the session of 1844 From the last date given, 
until the Act of that session came into operation, only the 
usual monthly accounts were made, public, showing tin; 
average amount of each item for the previous three months ; 
and the results of these arc given in the next page. 



442 


ACCOUNTS OF THE 


[Api\ 


Periods to 






which the 
Averages 

Circulation. 

Bullion. 

Deposits. 

Securities. 

refer. 






1844. 


£ 

£ 

£ 

£ 

Jan. 27 to 
April 20 

1 

J 

• 21.4 

16. 

13.6 

22.1 

Feb. 24 to 
May 18 

1 

J 

■ 21.3 

16. 

13.3 

21.7 

March 23 
to June 15 

1 

J 

\ 21.3 

15.9 

13.4 

21.9 

April 20 
to J uly 1 3 

1 

J 

|- 21.2 

15.7 

13.9 

22.4 

May 18 to 
August 10 

1 

J 

[ 21.3 

15.5 

14. 

22.9 


The Act of 1844, requiring a weekly publication of the 
accounts of the Bank in the London Gazette, came into 
operation in the first week of September in that year. 
These accounts vary materially, in form, from those pre- 
viously published ; but, to preserve the uniformity neces- 
sary to a ready comparison with the accounts at previous 
dates, the results are here presented, through the re- 
mainder of the Table, in the same shape as before. 


Date. 

Circulation. 

Bullion. 

Deposits. 

Securities. 

1844. 

£ 

£ 

£ 

£ 

Sept. 7 

21.2 

15.1 

12.2 

21.8 

14 

20.9 

15.1 

12.8 

22.1 

21 

20.6 

15.1 

13.8 

22.8 

28 

20.9 

15. 

14.2 

23.7 

Oct. 5 

21.1 

14.6 

14.4 

24.5 

12 

21.3 

14.3 

16.3 

26.3 

19 

22.1 

14.1 

12.4 

23.5 

26 

22.3 

14. 

11.8 

23.2 

Nov. 2 

22.2 

14. 

12.2 

23.1 

19 

21.6 

14.1 

11.9 

22-5 y 

16 

21.5 

14.2 

11.8 

22:3 

23 

21. 

14.3 

12.6 

22.5 

30 

20.7 

14.5 

13.5 

22.9 

Deo. 7 

20.5 

14.6 

14.2 

23.1 

14 

20.2 

14.8 

14.7 

23.2 

21 

20.1 

14.9 

15.4 

23.7 

28 

20.1 

14.8 

15.6 

24. 
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Date. 

Circulation. 

Bullion. 

Deposits. 

Securities. 

1846. 

£ 

£ 

£ 

£ 

Nov. 1 5 

22.5 

13.5 

15.4 

27.6 

22 

22. 

13.5 

16.3 

28.1 

29 

21.8 

13.2 

16.6 

28.5 

Dec. 6 

21.5 

13. 

17.1 

28.8 

13 

21. 

13.2 

17.7 

28.7 

20 

21. 

13.3 

18.1 

28.9 

27 

20.8 

13.3 

18.1 

28.9 

1846. 
Jan. 3 

21.2 

13.2 

17-7 

28.9 

10 

21.8 

13.1 

15.8 

27.8 

17 

22.1 

13.1 

15.9 

28.3 

24 

22.1 

13.1 

18.6 

30.9 

31 

22.4 

13.2 

21.4 

34. 

Feb. 7 

21.3 

13.3 

23.9 

35.4 

14 

21. 

13.4 

23.7 

34.8 

21 

21. 

13.6 

24.2 

35.1 

28 

20.9 

13.7 

24.9 

35.8 

March 7 

20.3 

13.7 

24.3 

34.6 

14 

20.2 

13.8 

23.2 

34.5 

21 

20.1 

13.9 

24.3 

34.3 

. 28 

20.5 

13.9 

24.4 

34.7 

April 4 

20.8 

13.8 

23.8 

34.6 

11 

21.2 

13.5 

22.2 

33.3 

18 

21.5 

13.6 

20.9 

32.1 

25 

21.5 

13.6 

19.6 

30.8 

May 2 

21.6 

13.7 

19.3 

30.6 

9 

21.3 

13.8 

19.2 

30. 

16 

21.1 

14.1 

20.3 

30.6 

23 

21.1 

14.4 

20.7 

30.6 

30 

20.8 

14.7 

21.3 

30.9 

June 6 

20.7 

14.9 

21.6 

30.7 

13 

20.4 

15.3 

22. 

30.5 

20 

20.2 

15.6 

22.6 

30.4 

27 

20.4 

16. 

22.8 

30.6 

July 4 

20.9 

15.9 

22.1 

30.6 

11 

21.7 

15.8 

19.3 

28.5 

18 

22. 

15.7 

18. 

27.7 

25 

! 21.7 

15.9 

17. 

26.9', 

August 1 

, 21.4 

15.7 

17.2 

26.4 

8 

21.2 

15.9 

17.4 

26.3 

15 

! 21.7 

15.9 

16.9 

26.2 

22 

21. 

16.1 

16.9 

25.4 

29 

21.2 

16.3 

16.3 

24.8 

Sept. 5 

l 21.4 

16.2 

15.8 

24.9 

12 

1 20.9 

16.3 

16.2 

24.7 



App.] 


BANK OF ENGLAND. 


445 





446 ACCOUNTS OP BANK OP ENGLAND. [App. 


Date. Circulation. Bullion. Deposits. I Securities. 


1847. £ £ £ £ 

July 24 19.7 9.7 12.8 26.4 

31 19.7 9.3 12.8 26.8 

August 7 19.5 9.2 13.4 27.4 

14 19.4 9.2 13.8 27.7 

21 18.9 9.2 13.7 27.1 

28 19. 9.1 14.2 27.8 

Sept. 4 19. 8.9 14.5 28.5 

11 18.6 8.9 15.1 28.8 

18 18.7 8.8 15.9 29.8 

25 18.8 8.7 16.9 31. 

Oct. 2 19.5 8.5 17.2 32.3 

9 19.5 8.4 17.1 32.3 

16 20.2 8.4 14.1 29.4 

23 21.2 8.3 13.3 29.8 

30 21.7 8.4 13.6 30.4 

Nov. 6 21.3 8.7 13.7 29.9 

13 20.9 9.2 14.3 29.5 

20 20.1 10. 15. 28.8 

27 19.8 10.5 15.9 28.9 

Dec. 4 19.6 11. 16.2 28.4 

11 19.1 11.4 16.6 28. 

18 18.6 11.9 17.3 27.6 

25 18.6 12.2 17.4 27.4 
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Bank Note Circulation of the United Kingdom . 

Returns, uniform and periodical, of the note circulation 
of all the issuing Banks in the United Kingdom, were first 
required by the Act 4 & 5 Viet. c. 50. (passed 21st June, 
1841.) They have since been made at the end of every four 
weeks. Quarterly returns were previously made of the 
circulation of the Country Banks of England and Wales, 
and these are given in the following Table for the first 
eighteen months. It will be observed that in the present, 
as in the foregoing Table, five figures on the right hand of 
each sum are omitted ; and the reasons for this are in both 
cases the same : — 



ENGLAND. 

SCOTLAND. 

IRELAND. 




1 

Bank of, Private 

.T olnt 

Chartered 
Private and 

llankof!? ri ™* an ? 

Total. 

Bullion 
in the 


hingUnd. 

Banks. 

bonks. 

Joint Stock 

Banks. 

Ireland. 

i 

Banks. 

Bank of 
England. 

Quarters ending — 

£ 

£ 

£ 

€ 

, 

• £ 

£ 

£ 

£ 

1840. March 28 

mmm 

6.8 

39 




— 


June 27 



G.9 

4 1 







__ 

Sept. 26 

— 

6.3 

3.6 

_ 

\ 



— 

— 

Dee. 26 

— 

C.5 

3.7 



__ 



— 



1841. March 27 

— 

6.3 

3.6 




__ 





June 26 



6.4 

3.8 



: _ 

_ 





Four weeks ending— 









1841. July 24 

17.9 

5.9 

3.4 

3.1 

! 3.0 

1.9 

35 i 

5.0 

Aug. 21 

17.9 

5.8 

3.2 

3.0 

2 9 

1.8 

34. H 

4-8 

Sept. 18 

17.0 

5.7 

3.3 

3.0 

2.8 

1.9 

34 0 

4.8 

Oct. 16 

17 3 

6.2 

3.5 

3.2 

30 

2.1 

35 5 

4.2 

Nov. 13 

17 0 

6.2 

3.4 

! 3 1 

3.3 

2.6 

36.1 

4.2 

Dec. 11 

16.2 

6.7 

3 2 

{ 3.4 

3 3 

2.5 

34. r. 

5.0 

1842. Jan. 8 

16.2 

5.4 

3.0 

3.0 

3.2 

2.5 

33.0 

5.6 

Feb. 5 

17.4 

5.5 

3.0 

2.9 

3.2 

2.5 

34.7 

5.6 

March 5 

16.8 

5.2 

2.9 

2.8 

3 8 

2.4 

33 5 

C.2 

April 2 

16.6 

5.0 

3 0 

26 

3.0 

2.2 

33.0 

7.0 

April 30 

18.4 

5.4 

3.1 

2.5 

3.1 

2.1 

34.8 

7.0 

May 28 

178 

5.3 

3.1 

2.9 

8.0 

1.9 

34 3 

7.3 

June 25 

17.5 

4.9 

2.8 

2.8 

2.9 

1.7 

32.9 

7.8 

July 23 

19.9 

5.1 

2.9 

2.7 

2.8 

1.6 

35.3 

8.8 

Aug. 20 

20.3 

5.1 

2.8 

2.6 

2.8 

1.6 

35.4 

9.5 

Sept: 17 

199 

5.0 

2.8 

2.6 

2.8 

1.6 

34.9 : 

9.8 

Oct. 15 

19.5 

5.4 

3.0 

2.7 

3 0 

2.0 j 

35.8 

9.8 

Nov. 12 

20.1 

5.4 

3.1 

2.8 

3.1 

2.1 

36.9 

9.9 

Dec. 10 

18.8 

5.0 

3.0 

3.0 

3.1 

2.1 

35 2 

10.5 

1843. Jun. 7 

18.2 

4.9 

2.8 

2.7 

3 1 

2.0 

34.0 

11 0 

Feb. 4 

21.1 

6.0 

2.9 

2.6 

3.1 

2.1 ! 

30.9 , 

If 9 

March 4 

20.3 

4.7 

2 8 

2.5 

3.1 

2.0 ! 

35.8 ! 

10 9 

April 1 

19.5 

4.7 

2.8 

2.4 

3.0 

2.0 

34.6 j 

11 4 

April 29 

20.3 

4.9 

3.1 

2.4 

3.1 

1.9 

36.0 , 

U 3 

May 27 

194 

4.7 

3.0 

2.8 

32 

1.8 

35.1 

11.3 

June 24 

18.4 

4.5 

2.8 

2.8 

31 

1.7 

33.4 ; 

11 8 

July 22 

19.8 

4 4 

2.8 

2.6 

3.0 

1.6 i 

31.5 

1! S 

Aug. 19 

20 0 

4 3 

2.7 

2.6 

3.0 

1.6 ! 

34.5 , 

11 9 

Sept. 29 

19 1 

4.2 

2.7 

2 6 

2.9 

1.6 i 

33.5 ; 

11 2 

Oct. 14 

19.0 

4.7 

3.1 

2.7 

3.2 

20 

11.9 

11 0 

Nov. 11 

19.5 

4.9 

3.3 

2 9 

3.5 

2.1 

36.6 

) O 

Dec. 9 

187 

4 5 

3.1 

3.1 

3.5 

2.3 

35.5 

1‘ 9 

1844 Jail. 6 

18.9 

4.8 

3 2 

2.9 

3.4 

2.3 

35.7 

1- 6 

Feb. 3 

21.8 

4.9 

3.4 

2.7 

3.5 

2.4 

39.0 

1. 4 

March 2 

21.4 

4 9 

3.4 

2.6 

3.6 

2-4. 

38.6 

K 0 

March 30 

20.8 

4.9 

3 5 

2.6 

3.5 

2.4 

: .37-9 

1« 3 

April 27 

21.8 

5.2 

3 7 

27 

3.6 

2.3 

i 39 5 

11 8 

May 25 

21.5 

5.1 

3.6 

3.0 

3.6 

2 2 

i. 39 2 

a ? 
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ENGLAND. 

SCOTLAND. 

IRELAND. 




Bank of 

Trlvate 

Joint 

Chartered 


private and 

Total. 

Bullion 


England. 

Banks. 

Banks. 

Jo'nt Stock 
Banks. 

Ireland. 

Banks. 

Bank of 
England. 

Four .weeks ending— 

"" 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

1844. June 22 

20.fi 

4.7 

3.6 

3.1 

3.4 

2.0 

37.7 

15.8 

July 20 

21.4 

4.6 

3.3 

2.9 

3.4 

1 9 

377 

15.4 

Aug. 17 

21.9 

4.5 

3.2 

2.8 

3.3 

1.9 

38.0 

15.2 

Sept. 14 

21.2 

4.3 

3.1 

2.9 

3.3 

2.0 

37.1 

15.2 

Oct. 12 

21.0 

4.6 

3.3 

29 

3.5 

2.4 

38.0 

14.8 

Nov. 9 

21.9 

4.6 

3.2 

3.2 

3.8 

2.8 

39.8 

14.1 

Dec. 7 

20.9 

4 4 

3.0 

3.4 

3.9 

2.9 

38.8 

14.4 

1845. Jan. 4 

20.3 

4.4 

3 0 

3.1 

3.9 

3.0 

.37.9 

14.8 

Feb. 1 

21.fi 

4.5 

3.1 

3.0 

3.9 

3 1 

39 5 

14.8 

March 1 

21.0 

4.4 

3.0 

2.9 

3.9 

3.1 

38.6 

15.4 

March 29 

20.6 

4.4 

3.1 

2.9 

3.9 

3.1 

38.2 

16.0 

April 2G 

22 0 

4.G 

3.3 

3.0 

4 0 

3.0 

40.1 

15.9 

May 24 

21.9 

4.G 

3.2 

3.3 

4.0 

2.8 

40.1 

15.9 

June 21 

21.2 

4 3 

3.1 

3,4 

3.8 

2.7 

38.9 

16.5 

July 19 

22.0 

4.4 

3.1 

3 3 

3.8 

2.6 

39.5 

16.2 

Aug. 16 

22.5 

4.4 

3.1 

3.3 

3 7 

2.5 

39.7 

15.7 

Sept. 13 

21.9 

4.3 

3.1 

3.3 

3.7 

2.5 

39.0 

15.5 

Oct. 11 

21.8 

4.5 

3.3 

3.4 

3.9 

2.9 

40 0 

14.9 

Nov. 8 

23.1 

4.7 

3.3 

3.5 

4.3 

3 4 

42.6 

13 9 

Dec. 6 

22.0 

4.5 

3.2 

3.8 

4.4 

3.3 

41.3 

13.3 

1846. Jan. 3 

21.0 

4.5 

3.1 

3.3 

4.3 

3.0 

39.4 

13 3 

Jan. 31 

22.1 

4.G 

3.2 

3.1 

4.3 

3.1 

40.6 

13.2 

Fab. 28 

21 1 

4.4 

3.1 

3.0 

4.3 

3.1 

39.2 

13.5 

March 28 

20.3 

4 5 

3.1 

3.0 

4.2 

3.1 

38.5 

13.8 

April 25 

21.2 

4.7 

3.3 

3.0 

4.3 

3.1 

39.9 

13.G 

May 23 

21.2 

4.G 

3.2 

3.4 

4.3 

30 

39.9 

14.0 

June 20 

20.5 

4.4 

3.1 

3.5 

4.1 

2.8 

38.6 

15.1 

July 18 

21.2 

4.4 

3.0 

3.3 

3.9 

2.G 

38.8 

1 15.8 

Aug. 15 

21.5 

4.3 

3.0 

3.3 

3 8 

2 6 

38 8 

• 15.9 

Sept. 12 

21.1 

4.4 

3.1 

3.4 ; 

3.9 

2.6 

38.7 

1 16.2 

Oct. 10 

21.1 

4.G 

3.2 

3.6 1 

4.1 

3 0 

40.0 

15.9 

Nov. 7 

22.2 

4.7 

3.3 

3.7 

4.4 

3 4 

41.9 

14.9 

Dec. 5 

21.0 

4.5 

3.1 

3.9 

4.3 

3.1 

40.6 

1 14 9 

1647. Jan. 2 

20.6 

4.5 

3 1 

3.7 

4.2 

3.3 

39.5 

; 15.0 

Jan. 30 

21.fi 

4 6 

3.2 

3.6 

4.1 

3.1 

40.1 

13.0 

l'cb. 27 

20.4 

4.5 

3.1 

3.5 

4.0 

3.0 

tiR ,6 

12.2 

March 27 

20.0 

4.5 

3.2 

3.3 

3.8 

2.8 

37 9 

I 11.3 

April 24 

21.0 

4.7 

3.3 

3.3 

3.8 

2.7 

38.9 

! 9.6 

May 22 

20.1 

4.G 

3.2 

3.5 

3.6 

2.3 

37.5 

I 9 6 

June »«> 

19.0 

4.3 

3.0 

3.6 

3.3 

2.1 

35.6 

1 10.3 

July 17 

19.4 

4.3 

30 

3.4 

3.2 

2.0 

35 5 

10.2 

Aug. 14 

19.6 

4.2 

2.9 

3.4 

3.1 

1.9 

35.4 

i 9.4 

Sept. 11 

18.9 

4.1 

2.9 

3.4 

3.0 

2 0 

34.5 

9.0 

Oct. 9 

19.1 

4.3 

3.1 

3 5 

3 1 

2.2 

35.5 

8.6 

Nov. 6 

21.1 

4.2 

3.0 

3.0 

! 3.2 

2.2 

37.6 

8.1 

Dec. 4 

19.2 j 

3.6 

2.5 

3.7 

5*3 

31.6 

! 10.2 
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Correspondence between the Government and the Bank of 
England — 25th Oct 1847. 

“ Downing Street, Oct. 25. 1847. 

u Gentlemen — Her Majesty’s Government have seen 
with the deepest regret, the pressure which has existed for 
some weeks upon the commercial interests of the country, 
and that this pressure has been aggravated by a want of 
that confidence which is necessary for carrying on the or- 
dinary dealings of trade. 

“ They have been in hopes that the check given to trans- 
actions of a speculative character, the transfer of capital 
from other countries, the influx of bullion, and the feeling 
which a knowledge of these circumstances might have 
been expected to produce, would have removed the pre- 
vailing distrust. 

“ They were encouraged in this expectation by the speedy 
cessation of a similar state of feeling in the month of April 
last. 

“ These hopes have, however, been disappointed, and her 
Majesty's Government have come to the conclusion that 
the time has arrived when they ought to attempt, by some 
extraordinary and temporary measure, to restore confidence 
to the mercantile and manufacturing community. 

“ For this purpose, they recommend to the Directors of 
the Bank of England, in the present emergency, to en- 
large the amount of their discounts and advances, upon 
approved security ; but that, in order to retain this opera- 
tion within reasonable limits, a high rate of interest should 
be charged. In present circumstances, they would suggest 
that the rate of interest should not be less than 8 per cent. 

“ If this course should lead to any infringement of the 
existing law, her Majesty’s Government will be prepared 
to propose to Parliament on its meeting, a Bill of In- 
demnity. 

“ They will rely upon the discretion of the Directors to 
reduce as soon as possible the amount of £he\r notes, if 
any extraordinary issues should take place, within, the 
limits prescribed by law. 
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“Her Majesty’s Government are of opinion that any extra 
profit derived from this measure should be carried to the 
account of the public, but the precise mode of doing so 
must be left to future arrangement. 

“ Her Majesty’s Government are not insensible to the 
evil of any departure from the law which has placed the 
currency of this country upon a sound basis; but they 
feel confident that, in the present circumstances, the mea- 
sure which they have proposed may be safely adopted ; 
and that, at the same time, the main provisions of that 
law and the vital principle of preserving the convertibility 
of the bank-note may be firmly maintained. 

“We have the honour to be. Gentlemen, 

“ Your obedient humble Servants, 
(Signed) “John Russell. 

“Charles Wood. 

“ The Governor and Deputy- Governor of the Bank of England.** 


{Reply.) 

“Bank of England, Oct. 25. 1847. 

“ Gentlemen — We have the honour to acknowledge 
your letter of this day’s date, which we have submitted to 
the Court of Directors, and we enclose a copy of the reso- 
lutions thereon ; and 

“We have the honour to be, Sirs, 

“ Your most obedient Servants, 
(Signed) “James Morris, Governor. 

“ H. J. Prescott, Deputy-Governor. 

“ To the First Lord of the Treasury and the Chancellor of the Exchequer.” 

“ Resolved — That this Court do accede to the recom- 
mendation contained in the letter from the First Lord of 
the Treasury and the Chancellor of the Exchequer, dated 
this day, and addressed to the Governor and Deputy- 
Governor of the Bank of England, which has just been 
read : 

“ That the minimum rate of discount on bills not having 
more than ninety-five days to run be 8 per cent. : 

“ That advances be made on bills of exchange, on stock. 
Exchequer bills, and other approved securities, in sums of 
not less than 2000/., and for periods to be fixed by the 
Governors, at che rate of 8 per cent, per annum.” 
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Prices of Gold and Silver ; and Exchanges on Hamburgh 
and Paris . 

(The date* taken are those of the last Friday in each month ; and the prices are 
those printed on f Change .3 


(Date. 

Price of Standard 
Gold in Bars 
per ox. 

Price of Standard 
Silver iu Bars 
per ox. 

Exchange on 
Hamburgh. 

3 mos. 

Exchange 
on Paris, 
short. 



£ 

a. 

<L 

a. <L 




1839 

Feb. 22 

3 

18 

0 

5 Of 

13.1 If 

25.35 


May 31 

3 

18 

0 

5 0J 

13.124 

25.40 


Aug. 30 

3 

17 

9 

No price. 

13.14 

25.40 


Nov. 29 

3 

17 

9 

5 0^ 

13.134 

25.50 

1840 

Feb. 28 

3 

17 

9 

5 0} 

13.124 

25.40 


May 29 

3 

17 

9 

5 0} 

13.13 

25.40 


Aug. 28 

3 

17 101 

5 0J 

13.13 

25.40 


Nov. 27 

3 

17 

9 

5 04 

13.11 

25.45 

1841 

Feb. 26 

3 

17 

9 

5 0 

1 

13.104 

25.40 


May 28 

3 

17 

9 

5 0 

i 

13.134 

25.50 


Aug. 27 

3 

17 

9 

5 0} 

13.124 

25.45 


Nov. 26 

3 

17 

9 

4 11J 

13.134 

25.60 

1842 

Feb. 25 

3 

17 

9 

4 111 

13.144 

25.70 


May 27 

3 

17 

9 

4 11 


13.13} 

25.65 


Aug. 26 

3 

17 

9 

4 11 


13.15} 

25.60 


Nov. 25 

3 

17 

9 

4 11 


13.14| 

25.65 

1843 

Feb. 24 

3 

17 

9 

4 llj 


13.14 

25.70 


May 26 

3 

17 

9 

4 11, 


13.14 

25.80 


Aug. 25 

3 

17 

9 

4 11, 


14. 1 

25.75 


Nov. 24 

3 

17 

9 

4 llj 


13.15 

25.70 

1844 

Feb. 23 

3 

17 

9 

4 llj 


14. 0 

25.70 


May 31 

3 

17 

9 

4 11 


13.14 

25.65 


Aug. 30 

3 

17 

9 

4 11 


13.131 

25.60 


Nov. 29 

3 

17 

9 

4 11. 


13.134 

25.65 

1845 

Feb. 28 

3 

17 

9 

4 H| 

13.15 

25.85 


May 30 

3 

17 

9 

No price. 

14. 0 

25.95 


Aug. 29 

3 

17 

9 

4 Ilf 

13.15 

25.80 


Nov. fc8 

3 

17 

9 

4 Ilf 

13.15 

25.75 

1846 

Feb. 27 

3 

17 

9 

4 111 

13.144 

25.75 


May 29 

3 

17 

9 

4 11 


13.154 

25.85 


Aug. 28 

3 

17 

9 

4 114 

13.154 

25.85 


Nov. 27 

3 

17 

9 

5 04 

13.124 

25.70 

1847 

Jan. 29 

3 

17 

9 

5 Ojj 

13. 8| 

25.40 


Feb. 26 

3 

17 

9 

5 0j 

13.104 

25.45 


Mar. 26 

3 

17 

9 

5 0§ 

13.104 

25.50 


Apr. 30 

3 

17 

9 

No price. 

13.13 

25.80 


May 28 

3 

17 

9 

4 11! 

13.13 

25.70 


June 25 

3 

17 

9 

4 IU 

13.124 

25.65 


July 30 

3 

17 

9 

5 0 


13.13 

25.55 


Aug. 27 

3 

17 

9 

4 11? 

13.15 

25.55 


Sept. 24 

3 

17 

9 

4 Ilf 

13.144 

25.50 


Oct. 29 

3 

17 

9 

4 IU 

14. 6 " 

26.10 


Nov. 26 

3 

17 

9 

* 

14. 1 

' 25.85 


Dec. 31' 

3 

17 

9 

4 Ilf 

14. 1 • 

25.85 
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Statement of the Quantity of Gold produced in Russia 
during the 28 Years , 1819 — 1846* 


(From the Journal de St Peter sbourg, Samedi, 23 Janv. 1847 — 6 F6vr.) 


Of the quantity of gold worked in 1846 in the Crown 
Mines and in the private mines of the Oural and Siberia, 
the mint has received to this date 1397 poods 15 liv. 
13 zolotnicks, to which must be added 325 p. 14 liv. 74 zol. 
expected during the winter, thereby making the total 
production of 1846, 1722 p. 29 liv. 87 zol. 

Formerly gold was only worked in the district of the 
mines of Catherinebourg, belonging to the Crown; in 
the mines of Reirzoff ; and in the district of the mines of 
Koly vano-V oskressewok, and of Nertchensk ; and was 
extracted from silver which was worked in those mines : 
— the whole quantity extracted annually amounted to but 
34 to 40 poods. 

In 1819, some veins of auriferous sands (gisements de 
sables aurif^res) were discovered in the Oural: — since 
that time the production of this precious metal has in- 
creased in the following proportions : — 


In 1819 

. 

. 


Poods. 

40 

Lir. 

9 

Zol. 

55 

1820 

- 

- 


44 

3 

0 

1821 

- 

- 


52 

4 

85 

1822 

- 

- 


79 

2b 

36 

1823 

- 

- 


125 

19 

79 

1824 

- 

- 


228 

13 

38 

1825 

- 

- 


257 

12 

54 

1826 

- 

- 


257 

25 

15 

1827 

- 

- 


307 

30 

95 

1828 

- 

- 


317 

39 

44 



Total 


1711 

0 

21 


It was in 1829 that some veins of auriferous sands 
were also discovered in Siberia. At first the working was 
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not very productive ; but after awhile, and more especially 
during the last six years, the results have been very 
brilliant ; as the following figures will prove : — 


In 1829 

. 

. 

Poods. 

- 314 

Liv. 

31 

ZoL 

1 

1830 

- 

- 

- 378 

15 

79 

1831 

- 

- 

- 396 

29 

37 

1832 

. 

- 

- 410 

8 

61 

1833 

- 

' - 

- 408 

22 

71 

1834 

. 

- 

- 406 

4 

64 

1835 

- 

- 

- 413 

1 

8 

1836 

. 

- 

- 426 

3 

74 

1837 

. 

. 

- 469 

20 

75 

1838 

- 

- 

- 524 

36 

69 

1839 

- 

- 

- 525 

6 

38 

1840 

- 

- 

- 585 

15 

60 

1841 

- 

- 

- 681 

20 

34 

1842 

- 

. 

- 950 

26 

68 

1843 

. 

- 

- 1283 

2 

60 

1844 

- 

- 

- 1341 

25 

60 

1845 

- 

- 

- 1386 

6 

41 

1846 

- 

- 

- 1722 

29 

87 



Total 

- 12,624 

28 

24 


Thus since the discovery of the auriferous sands, t. e. 
since 1819, the working of the gold both in the Oural 
and in Siberia has produced, Poods 14,335 28 45 

Of this precious metal, the Crown Mines 

in the Oural have contributed - 2924 24 32 

“ those of Siberia - - 1293 7 28 

M the private mines in the Oural 4219 39 70 

“ and those in Siberia - 5897 37 11 


Say, of Poods 14,335 28 45 


The produce of the year 1846, which, as before stated, 
amounts to 1722 p. 29liv. 87 zol., forms more than one 
tenth of the whole quantity worked since 1819; and 
exceeds by 336 p. 23 liv. 46 zol., the result of the working 
of 1845. 


VOL. IV 
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Resumi — From the Times. — (Friday, 26th March, 1847 .) 


Yield in 1846 - 

Pood*. Llv. Zol. 

1722 29 87 

Equal to oz. 
Troy. 
907,284 

Value at 77*. 9d. 
per oz. 
£3,527,066 

Yield from 1819 (the 
period when some 
golden sands were 
discovered in Oural) 
to 1828, inclusive. 

1711 0 21 

901,101 

£3,503,029 

Yield from 1829, (when 
a discovery was 
made in Siberia) 
to 1846, inclusive. 

12,624 28 24 

6,648,801 

£25,847,215 

Total Poods 14,335 28 45 

Oz. 7,549,902 

£29,350,244 


Imperial Manifesto . 

WE, NICHOLAS I., BY THE GRACE OF GOD, EMPEROR 
AND AUTOCRAT OF ALL THE RUSSIAS, ETC. 

The various changes produced by time and the influence 
of circumstances in our monetary relations have not only 
had the effect that the notes of the Imperial Bank, con- 
trary to their original destination, have obtained the pre- 
ference over the silver money, which is the proper standard 
of value in our empire, but also that hence a manifold 
agio has come into use, which has at length moulded itself 
differently in almost every locality. 

Since we have become convinced of the necessity of 
putting an end, without further delay, to these fluctuations, 
which disturb the unity and conformity of our monetary 
system, and cause losses and difficulties of various kinds 
to all classes, we have, in our constant care for the welfare 
of our faithful subjects, thought it right to adopt decisive 
measures for the removal of the inconveniences which have 
thus arisen, and for their prevention in future. 

For this purpose, and after special consideration in the 
Council of State of all the questions which the subject 
embraces, wc decree as follows : — 

I. “ In order to the restoration of the basis of the mani- 
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festo of the Emperor of Alexander I., of glorious memory, 
of June 20th, 1810, the Russian sil . er coinage is hence- 
forth recognised as the money forming the principal medium 
for payments, and the silver ruble, according to its present 
value and existing subdivisions, is established as legal and 
unalterable chief metallic unit of the money current in the 
empire, in proportion to which all assessments, duties, and 
taxes, as well, as different payments, and regulated State 
expenditures, shall at the time be reduced to silver value. 

II. (( While the silver money will thus become the 
principal medium of payment, the notes of the Imperial 
Bank will, in conformity with their original destination, 
remain a more auxiliary sign of value, whereby for the 
present and future a more constant and unchangeable 
course in respect to the silver money will be assigned to 
the said notes, and, indeed, the silver ruble, as well in 
itself as in all its subdivisions, will be now at 3 rubles 
50 copecs in bank paper. 

III. “ According to the settled and unchangeable course, 
all persons will be at liberty to make the following pay- 
ments cither in silver or paper money : — 

(A.) “ All imposts and duties accruing to the Crown or 
territorial jurisdictions, and other charges of that descrip- 
tion, and in general all payments fixed by and due to the 
Crown. 

(B.) “ All payments partaking of the nature of a tax, 
such as postage of letters, charge on post 4 ravelling, on 
salt, the farmed duties on liquors, stamps, passports, to- 
bacco rolls, &c. 

(C.) “ All payments to the several credit institutes of 
the empire, the savings banks, and private banks, esta- 
blished under the sanction of* the Government. 

IV. “ In like manner all regulated state disbursements, 
all payments by the Crown and the Credit Institutes, the 
per cent age on Treasury bills, and for the notes represent- 
ing outstanding public debt securities, will be made good, 
in conformity with the same invariable course, in silver or 
in paper, as the one or the other kind of money may happen 
to exist in the coffers of the establishments. 

V. “ All the above indicated payments and advances 
are, from and after the day of the publication of this mani- 
festo, to be effected according to the above prescribed and 
unalterable course: nevertheless, the course for imposes, 
which, awaiting the adoption of more d^crimihating mea- 
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sures respecting the monetary system, was for this year 
fixed at 3 rubles -60 copccs, must, as once sanctioned, sub- 
sist until the year 1840 at the same ratio; and so for 
assessments, duties, and all payments comprehended under 
letters (A.) and (B.) in article III.; as also for all regu- 
lated outlays and the like previously defined expenditures 
of the Crown. On this ground, and as it would be in- 
jurious to the commercial class to alter the tariff course in 
the middle of the year, the same will also be maintained 
until the year 1840. 

VI. “ All calculations, engagements, and in general all 
transactions between the Crown and individuals, as well 
as all bargains of private persons with each other, are to be 
contracted and completed in silver money only. As, how- 
ever, in consequence of the wide boundaries of the empire, 
this regulation cannot be carried promptly into operation 
throughout the whole extent, the same is, therefore, to be 
considered as binding in full force only after the 1st of 
January, 1840, from which time forward no judicial 
authority, broker, or notary, shall, on their responsibility, 
take any part in the expediting or confirming of any set- 
tlements in paper money. However, all payments, as 
well for old contracts and stipulations in notes, as for the 
more recent in silver, may, without distinction, be com- 
pleted in silver or paper money, according to the course 
established in article II., and no one is entitled to refuse 
payments in silver or notes, without distinction, according 
to the said course. 

VII. “ The rule for loans from the Imperial Credit In- 
stitutes is henceforth also based on silver, and at the rate 
of 75, 60, or 45 silver rubles, on the revised registers of 
males. 

VIII. “ In order to facilitate in all possible ways the 
exchange of money, it is hereby made the duty of the 
Rentist Chambers of Districts to exchange notes for silver, 
and silver for notes, in proportion to the state of their 
coffers, at the appointed rate of 3 rubles 50 copecs, and 
namely, the demand of every applicant to the extent,* for 
one individual, of 100 rubles silver or notes, according to 
the circumstances. 

IX. “ To give to the paper money any other course than 
that fixed above is hereby strictly prohibited; as also is 
the giving to silver and notes an agio in the form of a per 
centagc, or hereafter by new transactions to take advantage 
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of the so-called settlement by account for specie. The 
course of exchange on the Bourse, as well as all quotations 
in the stock lists, price currents, and such-like advertise- 
ments, are henceforth to be expressed in silver. No notice 
of the course of bank notes shall in future be given on the 
Bourse. 

X. “ The gold coinage is issued and received by the 
Crown and the Credit Institutes at 3 per cent, higher than 
the silver money — namely, the imperial, at lO rubles 
30copecs; the half imperial, at 5 rubles 15 copecS silver. 

XI. “ In order to prevent all disadvantage to persons 
making payments into the Crown offices and Credit In- 
stitutes, the officers of those establishments are required to 
consider it their duty in such transactions to reject no 
Russian money of the old or the present coinage under the 
pretext that the marks of the die are no longer perceptible, 
or that the weight is deficient, or the impression not re- 
cognizable. Thus, only coin which has been cut, filed, or 
which has holes in it, can be returned to the payees. 

XII. “ The copper money at present in circulation will 
be allowed to remain current until its conversion into silver 
value, in the following manner : — 

(A.) “ Three and a half copper copecs will be held 
equivalent to one silver copec, as well in respect of the 
copper coin which was struck on the footing of 36, as of 
that which was struck on the footing of 24 rubles to the 
pood. 

(B.) “ The copper coin is receivable in the financial 
offices of the Crown in payment of taxes, duties, revenues, 
and other contributions, without limitation of quantity, with 
the exception, however, of those cases in which the amount 
receivable of copper money is fixed by contract. The 
Credit Institutes are not bound to receive more than to 
the value of 10 silver rubles of copper money. Among 
private persons the affair depends upon the stipulations 
entered into with each other.” 

(Under the Sign Manual) 

“ NICHOLAS. 

“Given at St. Petersburg, on the 1st of July, in the 
year of grace, 1839, and of our reign the 14th.” 
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Address of the Russian Minister of Finance , on presenting 

to the Council of State the Annual Accounts of the Im- 
perial Banks . — 10^A July, 1847. 

Gentlemen, — In presenting to you the account re- 
turned of the banks of the empire, containing an exposition 
of their operations through the year 1846, I would pre- 
viously inform you of some particular disposals which have 
been made in the course of this year. 

1st. The want of money which has been felt during 
the last months of the past year in the principal places of 
Europe, accruing partly from what they were obliged to 
employ to buy corn, on account of the dearth experienced 
in different countries, and partly from the immense enter- 
prises, having for their object the extension of railroads, 
allow not the hope that the loan destined to cover the ex- 
penses necessary in the present year for the construction 
of the railway from St. Petersburg to Moscow, can be 
realised in as advantageous a manner as the former loans ; 
that is why, in the view of preparing in time secure re- 
sources to meet these expenses, an imperial ukase of the 
21st January of the present year, prescribed the emission 
of the 8th and 9th series of the treasury bills of the em- 
pire, each worth 3,000,000 silver rubles, besides the dis- 
bursement in reserve of the 10th and 11th series, in a case 
where it would become further difficult to open for this 
year a foreign loan for this purpose. Three of these series 
have already been put in circulation. The emission of the 
last, that is to say of the fourth, will probably be also in- 
dispensable. By this means guarantee will be found for 
the present year for the execution of the works of this con- 
struction, so important for commerce and industry. 

2nd. Several proprietors of mines in the Ural chain of 
mountains, not having sufficient disposable capital to* work 
these mines as they would wish, were forced, either to 
borrow money, sometimes ac a high interest, or to sell 
their metal in advance at a great abatement in price, 
which paralysed the activity of these establishments, and 
put some of them in an awkward situation. To obviate 
this inconvenience, it has appeared necessary to found at 
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Catherineburg, the centre of our metallic industry, a 
branch office of the Bank of Commerce to effect loans on 
the security of metals produced in the country. I cannot, 
on this occasion, pass over with silence the fact that the 
first idea of this useful institution belongs to S. A. I. Mgr. 
le Due de Leuchtenburg, who visited personally the mines 
of Ural about the end of 1845. 

This branch bank will forthwith commence its opera- 
tions: we can then hope that before long the incon- 
veniences will be overcome, and that the proprietors of 
the mines will be able to extend the circle of their ope- 
rations. 

At the same time that a branch of the bank was in- 
stituted at Catherineburg, not the least difficulty was 
found also to satisfy the desires of the merchants who 
frequented the Irbite fair, that a temporary office should 
be annually opened in imitation of the one at Ni/.nei- 
Novgorod. It is to be hoped that this institution con- 
tributes to the greatest development of commerce in this 
remote country. 

3rd. I do not think it superfluous to make mention 
here of the unexpected modification in the composition of 
the members of the council of the Bank of Issue of the 
empire named by the commercial body. Instead of five 
members entirely elected every three years among the 
merchants, it has been judged more convenient to desig- 
nate as permanent members the president of the committee 
of the exchange, and the syndic of dealers : as to the other 
three members, their election will take place as in past 
times. 

4th. The exchange of assignments of the bank and of 
bills of deposit actually in circulation against the bills of 
credit, having commenced the 1st of November, 1843, 
has continued till now with success without any coercive 
measures. On the number of 595,776,310 rubles ass., 
and of 48,551,198 rubles of bills of deposit, it has been 
exchanged till now for 498,139,025 rubles of the first, and 
45,365,767 of the second. Rest, in circulation 97,637,285 
rubles ass., and 3,185,430 of bills of deposit. 

Seeing the minimum of this quantity, it has been judged 
necessary to take measures for the final debarment of ihe 
circulation, and the following adjournment has been irre- 
vocably fixed: as general delay, the 1st of January, 184 8 ; 
and as particular delay, for the government of* Siberia, the 
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1st of July, 1848 ; and for the colonies of the company of 
North America, 1st of January, 1849. 

5th. The use of a great part of the capital in Europe, 
in buying corn, as I said above, and in railway specula- 
tions, ought necessarily to have a sensible influence on the 
minds of the public. You know, gentlemen, that they 
have considerably fallen in price, especially at the begin- 
ning of this year. 

S. M. l’Empereur, in his constant solicitude for the pro- 
gress of financial and commercial affairs, has condescended 
to order a previous examination in the committee of finance, 
and also with the advice of this last in the council of the 
empire of the following question : — “ Ought they not, in 
the present depreciation of the price of the public funds, 
proceed to buy, employing for this purpose from 20 to 
30,000,000 silver rubles of the funds of the Bank of Issue 
of notes of the empire, a like measure not being in the 
least in discord with the law on the inalienability of the 
funds of these notes, as in an exchange of metallic cash 
will be held a sum equivalent of other funds, which re- 
present a capital bearing interest, and which, when it 
becomes necessary to reinforce the funds of the bank, will 
be able to be converted into gold and silver, by selling 
these securities, while, in the mean time, the interest sap- 
pertaining to them would enrich Russia ? ” 

The committee of finance, examining the ground of this 
question, and taking it into consideration that in the banks 
of England and of France, enjoying the firmest credit, the 
same as in the other banks of the first class, the capital is 
composed partly in money of the precious metals, and 
partly in public funds — that in the employment of part of 
the capital of the banks of circulation, in the purchase of 
the public funds in Russia and elsewhere, will be more ad- 
vantageous to the bank — the mass of transferable capitals 
will augment, and by that the transactions of commerce 
will become much easier and more extended ; and that, not 
limiting the buying to the Russian funds, it will also Ixv 
advantageous to acquire a certain quantity of funds * of 
other states of the first order — so much more so, as the 
interests will be due in foreign countries — thus procuring 
to the minister of finance a considerable advantage, in 
liberating him from the necessary costs of the transmission 
to foreign countries of sums annually necessary for different 
payments, for the maintenance of legations, the payment 



App.] MR. TOOKE’S EVIDENCE — 1840. 461 

of interests of foreign loans, as well as of different purchasse 
for the fleet and for the railway from St. Petersburg to 
Moscow ; — the committee of finance, taking into* consi- 
deration all these motives, has been entirely convinced that 
the execution of a like measure, not changing the terms of 
the manifesto of July the 1st, 1843, will not in the least 
disturb the solidity of our national credit, and in conse- 
quence, we have decided (February the 7th, 1847) to 
separate from the bullion representing the notes in cir- 
culation the sum of 30,000,000 silver rubles for the suc- 
cessive acquisition of Russian and foreign public funds, 
and to consign the operation itself to the minister of 
finance, who ought, in the necessary occurrences, to appeal 
to the special decision of his S. M. l’Empereur. The ad- 
vice rendered by the council of the empire was sanctioned 
by his S. M. l’Empereur the 31st of March of the present 
year. 

Regarding it as superfluous here to relate the particulars, 
I cannot help, Gentlemen, offering to your attention the fact 
that the above measure, not only has made no unfavourable 
public impression, but it has, on the contrary, strengthened 
the general confidence in the circulating notes of the em- 
pire, which is also confirmed by the following fact. At the 
time of its publication the capital in metallic money and 
ingots was 114,289,000 rubles; and now, after there has 
been taken from it 30,000,000, to purchase the public 
funds, the amount has risen to 110,590,000 rubles: it 
therefore follows that it has, since then, increased by 
26,300,000 rubles. 


Extracts from the Evidence of Mr, Toohe before the Select 
Committee of the House of Comrnons 9 on Banks of Issue , 
in 1840. 


28th July, 1840. 

3292. Mr, Ilume, Will you state what part of the 
currency or circulating medium affects prices, under the 
definitions which you have now given? — No one pfirt of 
them affects the prices of commodities more than any 
of the other parts. 

3293. Mr. Grote. Do you mean not more in degree,* or 
not in any different way? — Not more in dfcgree. 
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3294* You mean, that every portion of that which you 
have described, under the name “ circulating medium,” is 
perfectly equal to every other portion in the effect which 
it produces upon prices ? — Perfectly so. 

3295. Mr. Hume. Do you mean that every transaction 
of purchase or sale, by any of the means which you have 
mentioned as included in the circulating medium, equally 
affects prices? — Yes, and that was my reason for caring 
so little about making a distinction among them. I doubt 
whether they operate upon prices at all. 

3296. Mr. Grote . You mean, that none of those items 
which you have enumerated under the general term “ cir- 
culating medium,” have in your opinion any effect upon 
prices? — Yes, I mean that they are not operative causes of 
prices. 

3297. Mr. Hume. What is it, then, which does affect 
prices? — The cost of production limiting the supply on the 
one handy and the pecuniary means of the consumer limiting 
the demand on the other. 

3298. Will not the variations in the quantity of the 
circulating medium affect prices? — No. 

3299. Will it not if abundant be more at the disposal of 
individuals for purchasers than when it is scarce? — It will 
be more easily disposable, but it will not be necessarily so 
disposed of ; I believe that the amount of the circulating me- 
dium is the effect and not the cause of variations in prices. 

3300. Mr. Warburton. Suppose the supply of the 
precious metals in the world to be increased, and to go on 
doubling and trebling and so on, will not the prices of 
commodities estimated in the precious metals go on doubling 
and trebling and so on, in proportion to the increase of the 
precious metals? — Yes, they would undoubtedly; and I 
took for granted that we were speaking of alterations in 
prices , as distinct from those of bullion-values in the commer- 
cial world. 

3301. Supposing the quantity of the precious metals in 
the world to remain constant, and that in any country you 
go on increasing the quantity of the notes payable on 
demand, will the prices of commodities estimated in those 
notes undergo a variation proportionate to the increase of 
the notes ? — Not if the notes are payable in gold on demand, 
unless in the degree in which it may be supposed that the 
value of gold is affected in the commercial world by an 
extensive substitution of paper for gold ; I consider that 
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those points were distinctly understood as the only con- 
ditions by which the money prices of commodities were 
likely to be affected, independently of the circumstances 
affecting the articles themselves. 

3302. Suppose, as before, the quantity of precious metals 
in the world to remain constant, and that the number of 
bills of exchange in the country is doubled, trebled, and so 
on, will the prices of commodities undergo a variation in 
proportion to the increase of bills of exchange ? — No , the 
increase of hills of exchange would not he the cause of any rise 
of prices or vice versa ; circumstances affecting the articles, 
or the opinions of persons dealing in the articles would 
affect prices. 

3303. Suppose, as before, the quantity of the precious 
metals in the world to remain constant, and that the number 
of deposits in bankers’ hands available to the purchase and 
sale of commodities is doubled, trebled, and so on, will the 
prices of commodities vary in proportion to that increase 
of deposits in bankers’ hands? — Not in the slightest degree . 

3304. Mr. Grote. Suppose an inconvertible paper 
money, such as the assignats which were issued by the 
French Government during the French .Revolution, is it 
not your opinion that the quantity of paper money would 
have an influence upon prices ? — A direct one, as has been 
the case with the French assignats and with some* other 
issues of the continental Governments ; and as was remark- 
ably the case with the paper money in America during 
the war for independence. Perhaps I might be allowed 
to add, that it is the analogy that has been commonly con- 
sidered as subsisting between the paper issued, by Government 
without liability to repayment , andpap&r issued upon securities 
and payable in gold upon demand , that has led to the very 
general and , as I believe , erroneous theory , which ascribes the 
alterations in the amount of the circulating medium so issued 
as the cause of a rise of prices. 

3305. Mr. Warburton. Do not you apprehend that all 
those other modes of payment, such as bills of exchange, 
notes payable on demand, deposits, and so forth, as the 
precious metals, are the ultimate commodity to which ill 
those arc referable, are limited in their amount and must 
bear a certain proportion to the coin specie of the country ? 
— Unquestionably. 

3306. And the precious metals being supposed to be 
invariable, the amount of bills of exchange, notes payable 
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on demand, and so forth, can only fluctuate within certain 
moderate limits? — Within short periods, and before the 
principle of limitation can apply, there may be a very great 
fluctuation. 


4th Aug. 1840. 

3615. Have you seen a table contained in a work pub- 
lished by Mr. Porter, called “ The Progress of the Nation,” 
showing the comparative prices of fifty articles at dif- 
ferent times during the years 1833-4-5-6, and 7, and 
also showing the amount of the Bank of England and 
country circulation during that period ; and can you give 
any opinion as to its correctness ? — Yes; I have seen the 
table, I am aware of the manner in which it has been 
constructed. The prices of fifty articles of merchandise 
have been taken monthly, for each month from January 
1833 to the close of 1837 ; but the construction of the table 
is such, that, in my opinion, it can give no correct informa- 
tion of the kind which it professes to give. In forming this 
table, no reference is made to the comparative value of the 
articles contained in it ; therefore, if the object of judging 
of the value of the currency, by the comparison of the prices 
of all or any of the articles contained in the list, were de- 
sirable or obtainable, it could not be done by this method. 
The comparisons are made, and the result drawn, without 
any reference whatever to the value of the articles compared. 
Thus, if I recollect rightly (for it is now four or five 
years since Mr. Porter showed me his manuscript frame- 
work of the tables), the article of Annatto, the whole 
annual importation of which is probably of a value not ex- 
ceeding 20,000/., is of equal influence in the result of 
the prices for the month or for the year as wheat, or cotton, 
or coffee, and sugar, articles which embrace as many millions 
as this docs hundreds of pounds in value; and I rather think 
that the first five articles in the list, would not embrace 
the value of a hundredth part of five other articles that 
might be selected, yet those articles of low value., enter 
into the same line of comparison with those of the highest 
value; and I believe that I might undertake to select 
twenty five out of the fifty articles which would not con- 
stitute the value of one tenth of the remaining twenty-five. 
It is perfectly clear, taking as an instance dyeing materials, 
which arc in small quantity, that there might be a rise, 
as in the case of Annatto, of from Is. to 25. a pound, and 
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this if carried through the year would make an advance as 
far as that article, out of the fifty told, of 100 per cent. ; 
and there might on the other hand be a fall in the price of 
wheat of 50 per cent. ; but, as the result of the two operating 
equally on the scale, while wheat had been falling only 
50 per cent., you would have an apparent rise of prices of 
50 per cent. ; and I think it must be perfectly clear that a 
table so constructed, although it would give a good deal of 
information to any body wanting to see the fluctuations in 
any particular article, and, although it certainly does great 
credit to the industry and ingenuity that has been em- 
ployed in the construction of it, yet it is not only valueless 
but deceptive for the purpose for which it is proposed. 
The chances are against, rather than for, the result being 
one which is at all conformable to the tendency of the more 
valuable of the articles. Besides, on the face of the table 
there is a total discrepancy in the supposed coincidence 
between the circulation of bank notes and the progress of 
prices in the scale. Thus, for instance, in February 1835, 
when a rise of general prices, according to this table, of 
upwards of 16 per cent, is indicated, there is no apparent 
increase in the circulation from February 1833, supposing the 
country circulation which is not there stated to be the same 
in both cases; and so I might go on in several other 
instances. There appears to me to be nothing approaching 
to a coincidence, even if that coincidence would of itself, if 
it existed, be sufficient to raise a presumption of cause and 
effect. The Bank of England notes in February 1833 were 
18,318,000/., and in February 18,099,000/. ; at thu same 
time, there is no doubt that in the early part of 1836 a very 
considerable number of articles, embracing a great value, and 
among those the articles that were referred to in my last 
examination, as introduced into the report of the Manchester 
Chamber of Commerce, were at an advance of prices com- 
pared with the period at which the scale commences. And 
it is equally true no doubt, that that set of articles did fall 
in price at different periods subsequently, to 1836, but 
chiefly in the commencement of the summer of 1837. It 
will, however, be found on examination that in the case of 
each of those articles, which reached nearly, if not quite, 
their highest in the spring of 1836, there was a sufficient 
cause, from a reference to the supply and dciiiaxjd, for the 
rise that took place at that time ; and also a very full and 
sufficient reason for the fall which subsequently succeeded, 
without having occasion to refer to any but the obvious mer~ 
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cantile causes that operate upon markets , independently of any 
variations in the quantity of money appearing , as the ori- 
ginating cause of those variations in prices. 

3616. Are the prices of the five great articles, cottons, 
woollens, silks, linen, and hardware, included in those fifty 
articles of Mr. Porter’s table? — The raw materials are, as 
I understand ; the gentleman of the Manchester Chamber 
of Commerce, who have referred to this table in support 
of their views, consider that the raw materials are those 
which indicate the value of the currency. The articles 
that I understand to be in question, are cotton, wool, 
silks, flax, and iron. 

3617. I)o you happen to know whether the report of 
the Chamber of Commerce refers to the price of raw mate- 
rials or of manufactured goods ? — It is not quite clear that 
they make a distinction, but I think they refer to both in 
their estimate of loss ; I imagine they include the losses 
the manufacturers have sustained in bringing the raw 
materials into a finished state ; and also, the losses of the 
retail trade in the manufactured goods. 

3618. Do you conceive that in those five articles there 
was a fall of from 25 to 30 per cent. ? — That will be seen 
by the list of prices, without going into each of them. 
The fall was in no one of the articles so much as 50 per 
cent. The extreme depression did not last many days, nor 
apply to any considerable sales ; and the general range of 
prices in 1837 as compared with 1836, does not indicate 
a fall greater in any particular article than was warranted 
by the state of supply and demand. 

3619. Can you make any statement to the Committee in 
confirmation of this opinion of yours ? — Yes. Of the quan- 
tity of iron produced there arc no statistical returns ; at 
the same time it is quite matter of notoriety that there 
was at that time a great increase of furnaces put into blast, 
and a vast increase of the quantity of iron produced. Of 
the remaining four articles I have here a statement, which 
will show the quantities imported for four years, during 
1833, 1834, 1835, and 1836 ; I have added to the table 
two other articles to which a similar mode of reasoning 
applies. 

The witness delivered in the same, which was- as fol- 
lows : — 
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Years. 

Cotton 

twist. 

Sheep's 

Wool. 

Silk, raw 
and thrown. 

Flax. 

Indigo. 

Tea. 

1111 

303,050,887 
32G. 875,4 25 
303,702,903 
.400,959,057 

380,10.087 
404,55,232 
421,74 490 
042,39,952 

3,01 1,22V 
3,835,001 
3,953,303 

120,550,890 

88,958,404 

1' 83, 182,900 
! 151 ,590,720 

0.035,436 
4,155,296 | 

4,108,390 
7,710,514 1 

31,709,010 

33,013.980 

44,300,550 

49,307,710 


And whereas, the stocks of cotton, notwithstanding the 
increase of importation down to 1835, were progressively 
diminishing ; at the close of 1836 it turned out that there 
was a very large increase of stock, compared with the 
preceding three years, which of itself would account for a 
considerable fall of price. With respect to that and other 
articles which have been particularly referred to, I should 
observe, that while the state of the supply would account 
for a great part of the rise in 1836, and the subsequent 
fall, there were circumstances affecting the demand which 
were calculated to increase all the effects that might be an- 
ticipated from a view of excess in the supply. Of the 
circumstances I allude to as affecting the demand, the 
most extraordinary was an increasing extent, from 1833 to 
1836, of shipments to America. The importations into 
the United States, which are chiefly from this country, in 
1833 were 108,118,311$: in 1836 they had increased 
to 189,880,935$. Of the causes of that increased de- 
mand, it may be of interest to the Committee to have an 
authentic and very concise account: it is contained in an 
extract of the Message of the President of the United 
States of America to Congress, dated Washington, 4th 
September 1837, which with the permission of the Com- 
mittee 1 will read : 

The history (says the Message,) of the trade in the 
United States for the last three or four years, affords the 
most convincing evidence that our present condition is 
chiefly to be attributed to over-action in all the departments 
of business ; an overaotion, deriving, perhaps, its first im- 
pulse from antecedent causes, but stimulated to its de- 
structive consequences by excessive issues of. bank paper, 
and by other facilities for the acquisition and enlargemei t 
of credit. At the commencement of the year 1834, th 3 
. banking capital of the United States, including that of 
the National Bank then existing, amounted to abort 

200.000. 000$; the bank notes then in circulation to abort 

95.000. 000$; and the loans and discounts of the banks, to 

324.000. 000$. Between that time and tl*c 1st of Jam - 
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ary, 1836, being the latest period to which accurate 
accounts have been received, our banking capital was 
increased to more than 251,000,000)?; our paper circula- 
tion to more than 140,000,000# ; and the loans and dis- 
counts to more than 457,000,000#. To this increase are 
to be added the many millions of credit acquired by means 
of foreign loans, contracted by the states and state insti- 
tutions, and, above all, by the lavish accommodations 
extended by foreign dealers to our merchants. The con- 
sequence of this redundancy of credit, and of the spirit of 
reckless speculation engendered by it, was a foreign debt 
contracted by our merchants, estimated in March last at 
30,000,000# ; the ext ension to traders in the interior of our 
country, of credits for supplies greatly beyond the wants 
of the people ; the investment of 39,500,000# in unpro- 
ductive public lands, in the years 1835 and 1836, whilst 
in the preceding years the sales only amounted to 
4,500,000# ; the creation of debts to an almost countless 
amount, for real estate, in existing or anticipated cities and 
villages equally unproductive, and at prices now seen to 
be greatly disproportionate to their real value ; the expen- 
diture of immense sums in improvements, which in many 
cases have been found to be ruinously improvident.” 

Perhaps the Committee will allow me to lay before it in 
illustration of the very extraordinary impulse that was 
given to the extension, and, apparently, the undue exten- 
sion of trade, by the system of credits which prevailed in 
the five or six years preceding 1836, the following state- 
ment, showing what had been the exports and imports 
from 1824 to 1830, and comparing those with the imports 
and exports from 1831 to 1837 inclusive. 

(The witness delivered in the same, which was as fol- 
lows.) 

From 1824 to 1830 inclusive, the imports and exports of 
the Union were about on a balance, and stood as follows : — 


Years. 

Imports. 

Exports. 

1824. - 

- 80,549,007. 

- 75,986,657,. 

1825. - 

- 96,340,075. 

- 99,535,388. 

1826. - 

- 84,974,477. 

- 77,595,322. 

1827. - 

- 79,484,068. 

- 82,324,827. 

1828. - 

- 88,509,824. 

- 72,264,686. 

1829. - 

- 74,492,527. 

- 72,358,671. 

1830. - 

- 70,876,920. 

- 73,849,508. 
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But thenceforward the case was different, as the follow- 
ing results will show : — 


Years. 

Imports. 

Exports. 

1831. - 

- 103,191,124. 

- 81,310,583. 

1832. - 

- 101,029,266. 

- 87,176,943. 

1833. - 

- 108,118,311. 

- 90,140,433. 

1834. - 

- 126,521,332. 

- 104,346,973. 

1835. - 

- 149,895,749. 

- 121,693,577. 

1836. - 

- 189,880,035. 

- 128,663,040. 

1837. - 

- 140,989,217. 

- 117,419,376. 


Under a system of credit like that which seems to have 
prevailed, and have been acted upon to so extraordinary an 
extent in the United States at the period under consider- 
ation, it is hardly to be wondered at that the manufactu- 
rers of this country should receive a prodigious impulse, 
and that they should have carried on, as long as credit was 
entire, a most beneficial and prosperous business. Indeed, 
so sound and solid did the business naturally appear to the 
manufacturers to be, that it is not to be wondered at that 
they should nave relied upon its continuance, and availed 
themselves of all their means of capital and credit to ex- 
tend their manufacturing establishments ; for the credits 
they received, against the orders that were sent to them, 
were of the very best description, being upon houses here 
whose reputation for wealth left no question at all about 
their responsibility ; but having in these prosperous times so 
extended their power of manufacture, and probably having 
had gains in a much larger proportion than would be 
indicated by it mere rise in the price of the raw materials, 
it is perfectly obvious that upon the cessation or great, 
curtailment of that demand, the loss on the manufactured 
goods would be in a greater proportion than the fall upon 
the raw material ; and, as far as T can learn from general 
information, the price of manufactured goods had, in point 
of fact, fallen in a greater proportion than the price of' 
raw materials. At the same time I beg leave to disclaim 
any particular knowledge of the markets for manufac- 
tured goods. While, through 1836, so extensive a demand 
for export had existed, the falling off in 1837 was very 
great. In proof of this, is the following statement of the 
number of packages sent from ‘Liverpool ta\he Northern 
Atlantic towns, from the month of April to the month of 
September inclusive, ip each of the years 1836 and 1837. 

. QS 
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Of cotton goods in 1836, 20,140; in 1837, 1842. Of 
worsted stuffs in 1836, 6687 ; in 1837, 2990. Of woollen 
goods in 1836, 18,096 ; in 1837, 4,400. I think, there- 
fore, without going into further details, which would be 
fatiguing to the Committee, a very clear case is made out 
to account for the rise of prices of the articles alluded to in 
the period ending in the spring of 1836, and for their subse- 
quent fall in the spring and summer of 1837, without refer- 
ence to the state of the circulation . 

3620. Can you in the years which have elapsed, subse- 
quently to 1837, trace any effect produced upon prices by 
the variations in the amount of bank notes in circulation? 
— Not any . 

3621. Are the Committee, then, to understand, that so 
long as the paper is convertible into specie, you cannot 
attribute any effect whatever upon prices to the variations 
in the amount of the bank notes in circulation ? — I am 
perfectly satisfied that no alteration in the prices can be traced 
in any way to the amount of the circulation. 

3622. It appears by the evidence given by you in 1832, 
that you gave this answer (3821). “If an enlarged issue 
takes place, coincidently with circumstances favouring 
speculation and general over-trading, there can be no 
question but that it contributes to increase that tendency, 
and to aggravate very considerably the consequent revul- 
sion.” Do you still retain that opinion ? — I do not , I had 
not then divested myself of the opinion which had been, and 
I believe is, the prevailing one, that there is a connection 
between the amount of bank notes in the hands of the 
public and the state of prices. I do not ascribe any vari- 
ation in prices to variations in the amount of circulation, 
as their originating cause. 

3623. Do you not suppose that an increase in the 
amount of bank notes in circulation, will afford facilities 
for the enlargement of the circulating medium, and of credit 
generally, so as to facilitate an increase of prices? — Not at 
all. I conceive that it is the enlargement of credit , under 
the influence of opinion respecting prices , that, by entailing 
an increase of transactions , may , according to the nature of 
the transactions , rather than the amount of them , mil out an 
additional amount of bank notes. 

5th August, 1840. 

3722. Have you any observations to make upon the 
conduct of the Bank in the course of the year 1836?- 
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That question involves considerations that would diverge, 
probably, into a very extensive discussion upon the pro- 
priety of the Bank interfering, as it did, in the case of the. 
accommodation afforded to the Northern and Central Bank, 
and likewise to the American Houses. In my opinion 
the Bank did not take measures early enough to keep 
down or reduce its securities so as to counteract the efflux 
of bullion at the time when it was in a low proportion to 
their liabilities, and when, in contemplation of circum- 
stances, of no improbable occurrence, their power of main- 
taining the convertibility of their paper might have been 
involved. 

3723. Do you conceive that the variations in the 
amount of the bullion, depend upon the variations in the 
amount of the securities ? — Clearly , that is the only mode 
in which the Bank can operate , viz., by the securities . The 
circulation is independent of the Bank operations , within 
certain extensive limits. As I have before observed, until 
the amount of the deposits is reduced so much as to admit 
of no further claim on the part of the depositors for bank 
notes against them, the Bank may not be in a position in 
which they can with certainty operate upon the amount 
of the circulation. 

3724. Do you conceive, then, that an increase of se- 
curities necessarily tends to an efflux of bullion, and a 
diminution of securities to an influx of bullion ? — Cer- 
tainly , according to the degree. 

3725. Do you conceive that to be independent of the 
variations in the amount of bank notes in circulation at the 
time ? — As nearly as may be independent of it, that is within 
very extensive limits ; I mean that the limit to the reduction 
would be that degree of it which would operate upon the mini- 
mum of the reserve of the bankers within the district to which 
the exclusive privilege of the Bank of England is limited. 
Until the reduction reach that amount , it is not at all clear 
that there is any immediate connection between the state if 
the circulation and the tendency to an influx or any cjfii v 
of bullion . 

3726. Does it appear that the extraordinary increase <>f 
securities in the autumn of 1835, had any tendency 10 
check the influx of bullion? — I have no doilbt that it dtd 
check the influx , and that is one of my objections to it . . 

3727. Did not the bullion increase more rapidly than 
before, towards the close of 1835, and in the early part of 
1836 ? Unquestionably it did. 
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3728. Does it appear that the diminution of securities 
in the first quarter of 1836, produced any subsequent 
increase of the bullion? — It is only as operating upon the 
rate of interest that the amount of securities is important 
in one way or the other . I do not mean to say that thefe 
is any fixed proportion between the securities and the amount 
of bullion . There may be certainly a diminution of the 
bullion coincident, or contemporaneous with, a reduction of 
securities ; in that case it is clear that the rate of interest 
is not sufficiently high, and that a further reduction of 
securities is necessary. 

3729. Does it not appear that, in the autumn of 1835, 
the influx of bullion was accompanied by a diminution of 
circulation, and an increase of securities? — Yes; but my 
objection to any increase <*f securities still is, that if there 
had been a moderate pressure on the money market at that 
time, which would have been effected by withholding the 
reinvestment, the influx of bullion would have been more 
considerable; and then, when the turn came in May 1836, 
the Bank would have been in a better position to have 
met it There is a degree of reduction of the amount of 
bank notes which would operate immediately and ' violently 
the moment that , through the operation of the forcible reduc- 
tion of the securities , the circulation should be reduced below 
that which would be consistent with the regular payments of 
the meti'opolis ; there would be a very considerably increased 
value of the circulating medium , probably a very great rise 
in the rate of interest, and a considerable contraction of 
transactions upon credit , and an inevitable tendency to produce 
an influx , or to stop a drain , if any previously existed , of 
bullion. 

3730. Would not, on your principle, the rapid reduction 
of securities which took place in the first quarter of 1836, 
have tended to produce an influx of bullion instead of a 
drain, which notoriously took place from that time? — No : 

I must be misunderstood if I have said anything (for I 
certainly did not intend to do so) which would lead to the 
supposition that the mere numerical amount of securities 
is to be looked to, as certainly indicating whether..^ it ^ 
favoured the influx or the efflux of bullion ; but I certainly 
conceive, looking at the table as it is before me, that if the 
Bank had adhered to its rule (upon, which I am not at 
present called upon to give any opinion) of keeping its 
securities even, the chance is that there would not have 
been so low a state of their treasure through 1835 as really 
did exist. 
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3731. Did you not state that you conceived that the 
variations of bullion, depend upon variations of securities ; 
that an increase of securities tended to produce an efflux 
of bullion, and that a diminution of securities tended to 
produce an influx of bullion ? — That might be the general 
tendency, but it might be counteracted by other circum- 
stances. 

3732. If that be so, do you not conceive that so con- 
siderable a diminution of securities as 5,000,000/. in three 
months, would tend to produce, according to your principle, 
an influx of bullion? — Not unless it was a designed 
operation of the Bank. If it was merely the effect of the 
running off of the securities, I am not clear that it would ; 
it would require an operation upon the rate of interest. 
There might be such a state of credit as for some time 
would interfere with any operation by the Bank, unless 
carried to a considerable extent, on the rate of interest. 

3733. Do you conceive that so large a reduction as 
5,000,000/. in the amount of circulation, by whatever cause 
produced, would not lead to an influx pf bullion? — I can 
hardly conceive any short period, and taking corresponding 
periods of the quarter in which a reduction of 5,000,000/. 
would not operate in the way I have stated, of interfering 
with the regularity of the payments of the metropolis ; and, 
in that case, I have no doubt it would have a great 
effect, in either inducing or increasing an influx of bullion. 

3734. If then, according to your hist statement, a re- 
duction in the amount of the circulation would produce ail 
influx of bullion ; and, according to your previous answer, a 
reduction in the amount of securities might or might not 
produce that effect, is it not probable that an influx or 
efflux of bullion depends upon the variations in the amount 
of the circulation, more than upon the variations in the 
amount of the securities ? — The variations in the amount 
of the circulation unquestionably, if operated upon distinctly 
to that extent, would produce it; but I conceive, that under 
the action of the public as ire have seen it, there is no direct 
influence of the amount of the circulation upon the efflux 
or influx of bullion. 

3735. Mr. Grate. Your opinion is that so soon as the re- 
duction in the circulation is carried to the extent of affecting 
the reserves of the private London bankers, it then does 
tend to exercise a direct influence upon the efflux or influx 
of bullion? — Yes, that is the limit within which 1 consider 
that a reduction of the circulation would operate. 
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3736. Do not you conceive that, in point of fact, the 
limit is very soon reached, even by a very moderate reduc- 
tion in the amount of the aggregate circulation ? — Whatever 
limit that may be, there is no reduction in modern times that 
seems to have reached that limit . 

3737. Do you conceive that the utmost actual reduction 
which has taken place in the Bank circulation at any 
period within the last ten years, has been so small as not 
to affect practically the management of the London bankers 
and the amount of reserves ? — When I said the amount of 
their reserves, perhaps I did not express myself with sufficient 
accuracy. What I meant is the minimum of their reserves , 
that amount below which they would not consider themselves 
as being in a state of security in opening for business , 

3738. Is it not reasonable to suppose that the London 
bankers hold in general such reserve as is sufficient for 
their ordinary wants for the present time, and for such 
time as may be within the compass of reasonable anticipa- 
tion and no more? — I should say that there must be much 
more latitude than that, otherwise the payments of London 
would never have been effected with the regularity with 
which they have been ; the state of credit would not have 
been so generally maintained as it has been. I conceive 
that London bankers can very rarely be in a state that does 
not admit of a very considerable latitude or surplus beyond 
a fair computation of their necessary wants for the supply of 
the demand by the public for bank notes . 

8739. Is it not a fact that in times of contraction of the 
aggregate circulation, and a drain of bullion, the feelings 
of caution naturally operating upon the London bankers 
lead them at such moments to require a larger proportional 
reserve than they would think necessary in times of ease 
and plenty? — Whenever the reduction in the amount of 
bank notes is carried to the extent that would induce the 
London bankers to reduce their advances, I am quite ready 
to admit that it would, operate upon the value of the cir- 
culation, and in so far tend to favour the influx of bullion 
or to prevent its efflux. I only speak of the obvious want 
of coincidence between the amount of the circulation and the 
variations in the other points } or , what I have called , the* 
elements of the position of the Bank ; namely , the apparent 
steadiness of the amount of the notes in circulation during 
certain periods , compared with the deposits and the securities , 
or the bullion ; and that comparative uniformity indicates a 
very great degree of regularity in the demand for bank notes . 
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3740 . But do not you think that the actual fluctuations 
which take place, on ordinary periods throughout the 
quarter, in the amount of the bank circulation, are quite 
sufficient to affect very considerably the conduct of the 
private London bankers, that is to say, that in the scarce 
times of the quarter, London bankers are less free in their 
advances than they are in the plentiful times of the quarter 
immediately after the payment of the dividends? — I had 
understood that that had ceased to be the fact since the 
practice of the Bank in making the quarterly advances ; 
but, however, I am not sufficiently acquainted with the 
details of banking to be justified in giving a confident 
opinion upon that point. I only observe, and I would take 
this very instance of the reduction in the amount of the 
circulation at the close of 1835, and the commencement of 
1836, when it was quite notorious that the extension of 
credit, and of business generally, and of fresh enterprises, 
was on an extraordinarily enlarged scale, in proof of the 
absence of any direct or necessary influence of the amount 
of the circulation : the amount of the circulation was then 
less than it had been for several years before ; and y according 
to my former answer , in 1833 and 1834, when trade and 
credit were in a remarkably quiet state , the circulation stood 
very much higher. 

3741. Have you any positive reasons for your conclusion 
that the London bankers hold in general the large surplus 
reserve, to which you have alluded in former answers, 
which prevents them from being affected by anylreduction 
in the aggregate circulation of the Bank of England, till 
that reduction has been carried to a very ' (Considerable 
extent ? — As I said before, I am not sufficiently acquainted 
with the practice of London bankers to be able to give a 
confident opinion upon that point ; all I mean to say is, 
that there have been considerable variations in the amount 
of the circulation, which seem not to have been accom- 
panied with any corresponding influence upon the facilities 
of the money market. 

3742. Do you think it wise or practicable for the Bank, 
keeping as it does a large amount of deposits in conjunc- 
tion with its functions as an issuing body, to adopt the 
rule of keeping the amount of its securities fixed and un- 
changeable ? — I am not prepared to give a decided opinion 
as to either the power of the Bank, or the expediency of 
the exercise of that power, to keep its securities under all 
circumstances even. The view that I have of tile best re- 
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gulation of its securities by the Bank , is that which shall 
enable it to preserve most constantly a very considerable 
reserve of bullion compared with its liabilities . 

3743. Are you of opinion that a mixed circulation of 
paper and coin ought to fluctuate in amount in the same 
manner and proportion as a metallic currency, if we had a 
metallic currency, would fluctuate ? — I am not at all clear 
that in a mixed circulation of coin and paper, it is desirable 
that the fluctuations in the amount of the aggregate paper 
circulation should vary exactly with the variations in the 
amount of bullion ; on the contrary, I believe that a varia- 
tion in the amount of the circulation, corresponding exactly, 
or as nearly as might be, with the variations in the amount 
of bullion, would be exceedingly inconvenient, and occasion 
very frequent, and sometimes violent, oscillations in the 
rate of interest, or, as it is technically called, the money 
market. 

3744. If the paper circulation is to be preserved con- 
stantly conformable in value to gold, must it not conform 
in quantity constantly also to gold? — Not at all ; as long 
as the paper is strictly convertible into gold, it cannot be 
said that the value of the currency is impaired ; there may 
be a very considerable occasional demand for the export of 
the precious metals, without any ground of inference that the 
originating cause of it has been any excess of the circulation 
of this country ; with a sufficient reserve of bullion on the 
part of the Bank, the probability is that the gold would in 
such a case return, and that there may have been no intei'- 
mediate disturbance of that amount of the circulation which 
was previously not in excess as compared with the ordinary 
transactions of the country . 

3745. Do not you think that however large the reserve 
of gold in the hands of the Bank might be at the period 
when the foreign drain began, if the Bank were either to 
increase the quantity of bank notes in circulation, or even 
to decline contracting them during the course of that 
drain, the probability is very much indeed increased of 
the drain continuing to jsuch an extent as to exhaust the 
Bank reserve of bullion, and thus to frustrate the possi- 
bility of maintaining the convertibility of the bank notes?. 
— I believe that, with a large reserve of bullion at the com- 
mencement of any drain, if the Bank simply kept their 
securities from increasing beyond the amount which, pre- 
viously to the drain, they found that they had been able 
to preserve, without any obvious effect in causing an cx- 
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treme depression of the rate of interest, they might retain 
that amount of securities; and then, consequently, in all 
probability there would be no material alteration of the 
circulation. The Bank might allow, to some extent, the 
drain to proceed without any forced operation, beyond 
a very moderate rise in the rate of interest. I can 
conceive of hardly any circumstances which would not 
enable it, always supposing a large average reserve , to 
maintain very nearly the same amount of the circulation, 
except in as far as it might be acted upon by the public, 
consistently with admitting of a reflux of bullion. 

3746. Does it not seem to you if the Bank were to 
permit the circulation of bank notes to be diminished, in 
exact proportion with the bullion which was demanded 
from them for export, that such diminution would have 
the effect of causing the demand for export to subside 
much sooner ; in as much as a smaller quantity of gold 
would suffice for the purpose of assimilating the value of 
the currency of this country to that of foreign currencies ? 
— Yes, I believe that might be the case ; but it would be 
attended with more frequent and greater fluctuations in the 
rate of interest : and I should say. as. a general position, that 
the management of the amount of the paper circulation 
will be attended with greater or 'less uniformity in tfye 
rate of interest, according as the proportion of bullion is 
greater or less. I remember perfectly that the late Mr* 
David Ricardo supposed that you might maintain a cir- 
culation of paper by bullion payments, in the proportion of 
25,000, 000/.* of paper to 3,000,000/. bullion. Now, taking 
that as a possible case in theory, it would, if attempted to 
be acted upon, be attended with variations in the rate of 


* Speaking as I did from memory, I have made a mistake in 
stating 25,000,000/. : it should have been 24,000,000/. according to 
his evidence before the Committee of the House of Commons on Cash 
Payments, in 1819. The following is the passage in Mr. Ricardo’s 
evidence in which the statement occurs: — 

Q. 28. — What in your judgment would be the necessary reserve 
of coin for the larger notes, according to the old plan : and what 
would be the amount of bullion to answer the demand, according to 
your plan ? 

A . — I have already observed they would in my opinion be cqu d, 
and must depend upon the knowledge of the Bank of the principles 
of money. I should think that a reserve of three millions wou; 1, 
under good management, be amply suflicici.t, upon a supposition of 
twentu-four millions of Bank of England notes in circulation.' — (Com- 
mons' Committee on Cash Payments , 1819, p. 187.), 
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interest which I think would hardly be less, than occa- 
sionally down to 3 and 4 per cent., and sometimes up to 
30 and 40 per cent. In the management of a convertible 
paper currency , whether you have separate departments or 
not , you must have a large reserve of bullion in order to 
obviate very great fluctuations in the rate of interest ; and , 
unth a sufficiently large amount of bullion , I still repeat , 
habitually preserved , (that is supposing that the Bank should 
undertake to regulate its issues upon a reserve of bullion 
much larger than has been thought necessary, particularly 
in the interval between 1834 and 1838,) there would be 
much fewer violent alterations in the rate of interest than if 
there were a separation of the departments , and the deposit 
department of the Bank of England were not to be con- 
sidered bound to hold so large a reserve in proportion , as 
would be considered requisite for the two departments as they 
are at present united ; and , under the union with that in- 
creased habitual reserve , the variations would be less than 
under a separation ; even supposing the deposit department 
had in the latter case a much larger habitual reserve , than it 
is likely that any mere bank of deposit would have . 

3747. Is it your opinion that it is possible to name any 
amount of reserve which will be sufficient, under all cir- 
cumstances, to protect the country against the danger of 
suspension of specie payments, on the supposition that the 
Bank, during a foreign drain, abstained from any measures 
of contraction, and suffer their circulation to remain un- 
altered in point of amount? — I do not go the length of 
saying that the Bank should be perfectly passive under a 
drain, I only mean to say, that, giving it credit for suf- 
ficient prudence upon the ordinary principles of banking, 
where a certain amount of reserve is assumed to be requi- 
site it might take measures which would have the effect 
of moderating, if not stopping the drain ; and yet not act 
very forcibly upon the money market, and not in the 
slightest degree affect the amount of the circulation. 

3748. Will you have the goodness to explain what you 
mean by not being perfectly passive, upon the supposition 
that the amount of the circulation is left unaltered? — I 
should take, as an instance, the passive state of the Bank 
under a drain ; their conduct during the two drains that 
occurred in 1828 and 1829, and again from 1830 to 1832. 
Under the latter drain, particularly, they sustained a very 
great diminution of treasure without the slightest forced 
operation on their part to counteract it ; and yet yon can- 
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not conceive a state of things upon the whole more threat- 
ening a continuance of a severe drain than that, for it was 
during a state of partial war upon the continent of Europe ; 
there was also a very large importation of foreign com, 
and there was a great deal of internal insecurity ; and yet 
the Bank , without the slightest effort , allowed the drain to 
proceed to a very considerable extent , and to the loss of 
6,000, 0007. of treasure , which returned spontaneously with 
nearly as full a tide as that with which it went out 

3749. Mr . Warburton . What course do you apprehend 
the Bank did take in the drain from 1830 to 1832 ? — It 
allowed the public to act. exclusively upon its position . 

3750. Did it allow its paper circulation to diminish at 
the same time that its bullion diminished ? — They took no 
measures to cause a diminution . 

3751. Mr. Grote. Was the paper circulation diminished 
at the time that the bullion was in the course of diminu- 
tion? — The circulation was diminished \ but it was dimi- 
nished by an internal demand , and not by any act of the 
Bank . 

3752. {Chairman.) Was the amount of bank notes in 
circulation diminished by an internal demand? — What is 
meant by the expression “ internal demand,” was the 
“ action of the public.” “ The Bank took no measures what- 
ever in 1828, or 1832, as far as I can understand , to coun- 
teract the drain in either of those two periods . 

3753. Mr . Grote . Then would it be a course of con- 
duct that you would recommend to the Bank Directors that, 
dpring the pressure of a foreign drain, they should lake no 
measures for diminishing the amount of bank notes in 
circulation in any way corresponding to the efflux of 
bullion? — I should have no idea of the propriety of their 
operating distinctly with a view to the circulation , but I think 
that they should take measures for a moderate pressure upon 
the money market ; that is, to raise the market rate of inter- 
est; the rate of interest being the great medium through which 
the efflux or influx of bullion in the first instance takes place. 

3754. Do you conceive that the Bank Directors could, to 
any considerable degree, raise the rate of interest without 
at all diminishing the number of notes in circulation ? — I 
conceive that they might raise the rate of interest within 
a moderate degree , and yet not affect the amount of notes m 
circulation . 

3755. But is it your opinion that they could, to any 
considerable degree, raise the rate of interest,* without 
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diminishing the amount of notes in circulation ? — To a 
considerable degree , perhaps not ; but it is difficult to form a 
very distinct opinion , and still more so to deliver a judgment 
upon questions of degree. 

3756. Unless the rate of interest were considerably 
raised, does it appear to you that much effect could be 
produced for the purpose to which these questions have 
been referred, namely, that of arresting the drain of bullion 
for export? — With a very large reserve at the commencement 
of the drain, I do think that they might abate it ivithout any 
violent operation on the rate of interest. 

3757. But in point of fact, according to the course 
which you recommend, there would be no abatement of 
the drain at all, excepting that which arose from the posi- 
tive paying away of so much gold to foreign countries ; 
there would be no abatement arising from any diminution 
in the circulation of this country ? — No ; exactly. 

3758. That being the state of the case, does it seem to 
you that a moderate rise in the rate of interest, such as the 
Bank might possibly produce without any contraction of 
its circulation, could have any sufficient effect in arresting 
the drain of bullion under those circumstances ? — I think it 
could always; assuming that, there teas a very large reserve 
at the outset ; for very considerable effect is constantly pro- 
duced in variations, within short periods, of the treasure, by 
variations in the rate of interest ; inasmuch as those vari- 
ations , although only within a moderate degree , are attended 
with a greater or less inducement to negotiation of foreign 
securities in this country, or to the influx of foreign capital 
into this country for investment , every fluctuation in the rate 
of interest that can be said to have any perceptible influence 
at all , operates directly in that way. 

3759. Would it not be the natural consequence of the 
course of management which you recommend, that the 
drain for bullion for export would proceed much further 
than if measures of contraction were resorted to on the part 
of the Bank ; therefore, assuming that the Bank reserve 
of bullion was not entirely exhausted, would there not be 
at any rate a corresponding difficulty in recovering the 
bullion so lost? — I should apprehend not: becaitse , by the 
supposition the export of bullion does not arise from any 
previous excess in the amount or value of the circulation of 
this country , but simply from some casual jmymcnts which 
van only be effected through the medium of the export of the 
precious metals. 
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3760. Then, is it your opinion that the course of action 
to be pursued by the Bank, whenever a drain of bullion 
arises, would depend upon its being able to determine 
with accuracy what the causes are from which that drain 
proceeds? — I presume that the Directors must have some 
general knowledge of the nature and causes of the drain ; 
at the same time, my answer would not absolutely depend 
upon that. I beg not to be understood as saying that the 
Bank ought to be perfectly passive under a drain. All I 
mean to say , is, that with a large amount of treasure at the 
outset of it, there would be very little occasion for a violent 
effort on the part of the Bank, in order to abate or stop the 
drain by operating upon its securities . 

3761. My question referred not to the amount of the 
securities, but to the amount of circulation. I understand, 
that, in certain cases where the Bank could determine with 
accuracy that the drain of bullion arose from no cause 
connected with the previous excess in the currency, you 
are of opinion that the Bank need not diminish the amount 
of its notes in circulation, even though the drain might 
proceed to a very considerable extent? — I should still say 
that the only view I have of the power of the Bank, is that of 
operating upon its securities , and that it is on the rate of 
interest, and not on the amount of the circulation, that it 
would operate in abating or stopping a drain . And far 
from saying that .the Bank ought to be perfectly passive, 
I think that, looking tc whatever may be the reduction 
which their treasure is undergoing, they should take the 
precautions which would obviously present themselves as 
means of increasing the rate of interest, or, in other words, 
of some forcible action upon the securities. The utmost 
extent of the view that I entertain upon the subject is, that, 
with a large amount of treasure , and under a union of the 
departments of banking and issue as at present conducted, a 
very much less violent operation upon the securities would be 
requisite, than would be requisite if the Bank was separated 
as a bank of deposit from a bank of issue. 

3762. It appears, by the returns laid before the commit- 
tee of 1832, that the stock of bullion in the hands of the 
Bank on the 31st August, 1824, was 11,787,000/. ; does it 
not appear to you that the Bank, having so far relied upon 
that large store of bullion as to have refrained from taking 
any steps for contracting the circulation during the course 
of 1825, adopted an unfortunate course of policy, and one 
which contributed in a considerable degree to aggravate 
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the commercial misfortunes which arose at the end of 
1825? — I conceive that the great error of the Bank in 
1824 and 1825, was not so much in not acting forcibly in a 
reduction of their securities in 1825, as in having added, 
by a very violent operation, to the securities at the close of 
1824, which had the effect of allowing the very much 
greater extension of the spirit of speculation and of gene- 
ral overtrading which prevailed in the spring of 1825. I 
am not at all sure that if they had made any forced action 
on the securities in 1825, they would not have been 
charged with all the consequences which ensued, as result- 
ing from an act of theirs. At thejsame time, seeing the 
extent to which the drain was going, they ought, in point 
of strictness, unquestionably to have taken measures for 
reducing their securities more rapidly than they did. But 
nothing after the spring of 1825 could possibly have pre- 
vented the catastrophe which eventually occurred. They 
would probably have hastened it, and so far have hastened 
the reflux of bullion. But after the spring of 1825, I have 
no idea that any act of the Bank could have prevented the 
great destruction of private credit which then occurred. 

3763. Do not you think that measures for diminishing 
the amount of bank notes in circulation somewhat in pro- 
portion to the efflux of bullion, if such measures are taken 
at the time when the efflux of bullion first begins, are 
attended with a less degree of inconvenience and pressure 
upon the money market than if such measures are post- 
poned until the drain shall have continued for a con- 
siderable time and abstracted a considerable quantity of 
bullion ? — I should say that that would very much depend 
upon the circumstances of the case. It would depend very 
much upon the state of trade and of credit at the time. 
But, as a general proposition, I should imagine that varia- 
tions of the money market to some extent would be, as I 
said before, very frequent ; and after all it would be very 
requisite to state some line which should constitute what 
is called the commencement of a drain ; because there may 
be a demand for foreign payment that would not in all 
probability extend beyond a million or two ; that is con- 
stantly occurring, and I apprehend there would be a go6d 
deal of inconvenience if the Bank attempted to operate 
upon the circulation to that extent upon every variation 
occurring in the amount of bullion. 

3764. Is it not the fact, that the longer the measures of 
contraction and protection of the Bank are postponed, the 
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more stringent they must be made in order to accomplish 
the object ; and is there not, in point of fact, a degree of 
alarm, which arises out of the very fact of the stock of 
bullion having decreased very much, which, to a great 
degree, aggravates the effect of the measures of precaution 
taken by the Bank, if they are applied for the first time 
during a low state of the bullion ? — Yes ; I am perfectly 
ready to acquiesce in all that is stated in the question. 
At the same time, I conceive that, always supposing that 
the Bank regulate their management with a view to the 
preservation of a large amount of bullion, they would take 
such measures as would abate the drain before it reached 
such a point as should cause the alarm which is supposed 
in the question. For instance, if at the commencement of 
the drain in 1838, instead of apparently favouring, but, at 
all events, not taking any measures to counteract it, under 
the threatening circumstances which were in prospect, they 
had taken earlier measures to raise the rate of discount, or 
to reduce their securities, the subsequent drain would 
probably have been abated ; and, according to my sup- 
position, if they had 15,000,000/. instead of 10,000,0007. 
at the commencement of 1838, and they had acted as they 
did in the instance of the drain from 1830 to 1832, there 
would not have been a reduction of treasure sufficient to 
have excited any thing of alarm, or any of the inconve- 
niencies that attended the state of uneasiness which the 
reduced treasure of the Bank towards the close of 1839 
occasioned. 

3765. Then, do you think that at the time when a 
foreign drain commences, although the Bank of England 
ought not to take any measures for suffering its circulation 
to diminish, it ought to take measures for correcting that 
drain by raising the rate of interest ? — Yes ; within certain 
limits. 1 have no hesitation in saying practically, as a 
matter of business, what I imagine would be the case, that, 
in ordinary fluctuations, such as would be constantly oc- 
curring in the negotiation of foreign loans, and other cir- 
cumstances causing a demand for bullion, there might bo 
an efflux to the extent of 5,000,0007., and between the 
limits of 15,000,0007. and 10,000,0007. the Directors would 
take no active measures ; but when the treasure got below 
10,000,0007. they would take such measures as, under the 
present system of considering 10,000,0007. as their maxi- 
mum, they were proposing to take when the* bullion was 
reduced to 5,000,0007. 
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3766. How can you be sure, upon your system, that the 
foreign drain shall never commence except at the moment 
when the Bank reserve of bullion is at its maximum ? — I 
imagine that the Bank Directors would be able to explain 
that point. If they could not undertake to regulate their 
issues upon an amount of bullion that was very consider- 
ably larger than that, which, judging from the management 
between 1834 and 1836, they seemed to have thought 
sufficient, then I should say there is no security against 
exhaustion. 

3767. In case the drain should commence at a period 
when the Bank reserve of bullion was short of 15,000*000/., 
would you consider that it would be requisite for the Bank 
to suffer the circulation to diminish in proportion to the 
efflux of gold? — I still do not think that introducing the 
circulation as a distinct part of the action of the Bank gives 
the correct view of it I conceive that the whole question , 
whether the Bank can or cannot maintain a certain average 
amount of reserve , which is in bullion , turns upon their 
management of the securities. The circulation may in some 
cases be affected by it> or not , but the Bank directors can only 
look to variations in the amount of their securities: 

3768. But ought they not to consider the variations in 
the amount of securities as a means of operating upon the 
amount of circulation ? — There may be a very considerable 
improvement in the value of the circulation without any 
reduction in the amount of it. The Bank may operate 
within considerable limits upon the rate of interest without 
affecting the circulation in amount , but considerably in point 
of value. 

3769. ( Mr . Warburton.) Would the raising of the rate 
of interest produce any effect upon the exchanges, unless 
it occasioned a diminution in the application for discounts, 
and therefore in the amount of the circulation ? — It would 
produce a decided effect upon the exchanges, at the same 
time that there would, in all probability, be an increase in 
the amount of the issues *, through the medium of dis- 
counts: the effect upon the exchanges of a rise in the 
rate of interest would be that of inducing foreign capitalists’^ 
to abstain from calling for their funds from this country <to 

* This must clearly have been an inadvertence on my part Ac- 
cording to the whole tenour of my evidence, I must either by the 
word “ issue ” have meant securities, or, if jt meant circulation, my 
answer should have been in the negative. 
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the same extent as they otherwise might do, and it would 
operate at the same time in diminishing the inducements 
to capitalists in this country to invest in foreign securities 
or to hold foreign securities, and it might induce them to 
part with foreign securities in order to make investments 
in British stocks or shares. It would likewise operate in 
restraining credits from the merchants in the country by 
advances on shipments outwards, and it would have the 
effect of causing a larger proportion of the importations 
into this country to be carried on upon foreign capital. 

3770. Then you apprehend that would increase the 
number of applications for discount ? — Yes ; supposing that 
the market rate was raised up to or beyond the Bank rate. 

3771. Then do you mean that the more a man has to 
pay for the use of money, the more likely lie is to apply 
for it? — No ; that is not my view of it; by the supposition 
the market rate would be raised up to or beyond the Bank 
rate. In that case, even supposing the total number re- 
quiring discounts not to be increased, a larger proportion of 
them would apply to the Bank. And, in point of fact, it 
has invariably happened that, when the market rate of in- 
terest has been low, there have been few applications to the 
Bank for discount, while they have increased with every 
advance of the Bank rate, provided that such advance was 
kept within the market rate. 

3772. ( Mr. Grate.') Does not the course of management 
which you recommend amount to this, that, if a foreign 
drain begins when the Bank has in its coffers a reserve of 
^15,000,000/. of bullion it can afford to pay out and should 
pay out 5,000,000/. of that reserve previously to resorting 
to any measure for contracting the currency ; but that if 
the drain should proceed beyond the 5,000,000/. their 
measures of contraction and of protection to the Bank 
treasure must be resorted to? — Yes ; that is my opinion. 

3773. Then after the 5,000,000/. are away, it is your 
opinion that the Bank ought to contract its currency? — 
Yes, I admit that the Bank ought to take measures when 
it has got below that which should be considered as the 
medium which it should conduct its management upon, 
and that the probability is that the sending abroad of so 
large a sum as 5,000,000/., would of itself be sufficient 
to meet any ordinary fluctuation in international pay- 
ments, requiring bullion as the mode of effecting them 
without any material disturbance in the amount of our 
circulating medium. 
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3774. But still, if it should happen that the drain goes 
on to an extent to carry the reserve of the Bank below 
10,000,000/., you would be of opinion that contraction 
on the part of the Bank ought not to be any longer post- 
poned ? — Exactly. 

3775. Consequently, under the supposition that a foreign 
drain began at a period when the Bank reserve was only 
10,000,000/., you would consider that the Bank ought to 
contract the circulation for the purpose of protecting itself 
without delay? — Yes; that it ought to operate upon the 
securities, at the same time it might do so without neces- 
sarily affecting the circulation . 

3776. But that it ought to take some positive precau- 
tionary measures? — Yes; such as the bank directors 
would say it would be in the power of the Bank to take, 
just as any prudent private banker , having , generally speak- 
ing , a large reserve , would be able to take measures of pre- 
caution whenever he saw that the tendency was to a larger 
demand upon him than usual . 

3777. Would it be possible for any private banker to 
take precautions without diminishing the extent of accom- 
modation which he afforded to the public ? — I should say 
that they might diminish their liabilities; but they could 
only do that by parting with their securities, or not renew- 
ing those which were running off. 

3778. Would not the direct effect of such parting with 
the securities be to contract the circulation ? — It might or 
might not : it would diminish their liabilities , but it would 
not necessarily operate upon that part of the liabilities which 
consists of circulation. 

3779. Docs it not seem to you, then, that the scheme of 
management which you recommend for the circulation of 
the Bank would be, that the Bank should artificially keep 
up the rate of interest, and contract its circulation during 
a period when there was an influx of bullion for the pur- 
pose of making that influx of bullion last still longer, and 
go to a greater extent than it would naturally do under a 
metallic currency, in order that the Bank might be able, 
when an efflux of bullion commenced, to postpone the 
necessity of contracting until that effect had been carried 
to a certain extent ? — Precisely. I would beg leave to 
observe that that state of the circulation, and, as I con- 
ceive, the benefits arising from it, were exhibited in a very 
striking degree in the interval of five years, corresponding, 
in some respects, with the years from 1833 to 1837. Those 
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five years occurred fifty years ago. After t’ e severe drain 
which the Bank experienced in the year 1783, — during the 
progress of which drain they were under the necessity of 
operating very violently upon the securities, because they 
had rather a low amount of treasure, — the reflux of bullion 
was such, that, having in 1783 been reduced to 590,000/. 
or thereabouts, it reached, in 1788, 5,743,740/. ; in 1790 it 
was 8,633,000/., and it continued at upwards of 6,000,000/. 
till February 1702. Now, if you double the amount of 
the circulation and deposits as they stood in February, 
1790, it would make the liabilities amount to what they 
were at the close of and during several periods in 1834 
and 1835. In 1834, I see they reached above 34,000,000/.: 
in February, 1790, the liabilities were 16,263,000/.: the se- 
curities were 10,332,000/. Now, if you double the liabili- 
ties, you will find that they would amount to 32,526,000/., 
and the securities to a little above 20,000,000/., and the 
bullion would, if doubled, be 17,200,000/. The bullion 
continued at about 8,000,000/. till 1792: the foreign ex- 
changes took an adverse turn in that year, and there was 
a drain down to 5,000,000/. In the autumn of 1792, and 
the early part of 1793, there occurred a total derange- 
ment of the country circulation ; but the Bank then was 
in a state of such perfect ease, that, without any special 
interference, and without any alteration in the rate of its 
discount, it was enabled to increase its discounts, whiih, in 
August, 1791, amounted to 1,898,000/. to 6,456,00(1)/. in 
Februai’y, 1793; and to supply guineas, there being no 
Bank of England notes at that time under 10/,, the 
bullion was reduced to 4,010,000/. : but that would have 
been equal compared with their general liabilities to 
8,000,000/. of bullion in 1836. The period of discredit 
and derangement went off, and there was soon after a 
reflux of bullion, the increase between February and 
August, 1793, having been 1,300,000/. I ought to have 
mentioned that the Bank did not alter its rate of dis- 
count from 5 per cent, during the whole of that period. 
The increase in the discounts was very nearly 5,000,000/. 
during the period of discredit, without any disturbance of 
the feeling of security respecting the position of tin 
Bank, as to the power of maintaining the convert ibilitj 
of its paper. Now, I should beg to contrast that state o' 
things with that which occurred in 1836. If the Bank, 
instead of being reduced to about 4,000,000/. in the 
autumn of 1836, or the spring of 1837. had only been 



48b 


MK. TOOKE’ti EVIDENCE 


[Apf. 


reduced to 8,000,0007. of bullion, its position would have 
been in every respect very different, and the general 
state of things would have been different ; because there 
is no doubt, that the reduced state of bullion at that 
time operated as a great cause of general uneasiness. 
Will the committee allow me to put in this paper, con- 
taining a statement of the position of the Bank in the 
former period that I have alluded to. 

(The witness delivered in the same, which was re&d as 
follows :) 




Circulation. 

Deposits. 

Liabilities. 

Securities. 

Bullion. 

Assets. 

Best. 



£ 

£ 

£ 

£ 

£ 

£ 

£ 

1788 

Feb. 

9.561.120 

5.177.050 

14.738.170 

11. 864.510 

5.743.440 

17-607.950 

2 860.780 


August 

10.002.880 

5.528.640 

I. 5.531. 520 ! 

1 1 .570.320 

6.899.160 

18.469.480 

2.937.9G0 

1789 

Fub. 

9.307.210 

5.537.370 

15.344.580 | 

10.960.690 

7.228.730 

18.189.420 

2.844.8*0 


August 

11.121.800 

6.402.450 

117.524.250 

1 1 .G97.760 

8.645.860 

20.343.620 

2.819.870 

1790 

Feb. 

>1 0.040.540 

6.223 270 

16.263.810 

! 10.332. 120 

8.633.000 

18.965.120 

2.701 .310 


August 

11.433.340 

6.199.200 

17.632.540 

!l 2.003.520 

8.386.330 

20.389.850 

2.757.310 

1791 

Feb. 

! 1 1 .439.200 

6.364.550 

1 7.803.750 

12.602,640 

7.8G9.410 

20.472.050 

2.668.300 


August 

! 1 1 .672.320 

6.437.730 

18.110.050 

12.819.940 

8.055.510 

20.875.450 

2.765.400 

1792 

l’cb. 

! 11 .307.380 

5.523.370 

16.830.750 

1 13.068.560 

6 468 .0G0 

19.536.620 

2.705.870 


August 

,11.0 6.300 

5.526 480 

16.532.780 

,13.905.910 

5.357.380 

19.263.290 

2 730.510 

1793 

Feb. 

11.888.910 

5.346.450 

17.235.360 

16.005.250 

4.010.680 

20.016.930 

2.780.570 


August 

10.8Go.050 

6.442.810 

17.307.860 

14.809.680 

5.322.010 

20. 131- 690 

2.823.830 


3780. Is it not essential to your system, that, during a 
period of influx of bullion, the Bank should have it in its 
power to keep up the rate of interest; and could the 
Bank possibly do this during such a period without a very 
violent action upon its securities, and upon the circulation, 
during a period which is usually called one of great plenty 
of money ? — I conceive that that is a period generally in 
which the Bank may manage with the greatest ease, 
cither to preserve or to replenish the amount of its trea- 
sure, by simply allowing its securities to run off without 
re-investment, as long as it is desirable to accomplish that 
object ; and that appears to me to have been very much 
the state of the case in the period of the last century to 
which I have alluded. 

3781. But has not it happened during several periods 
that, the Bank rate of discount having been kept above 
the market rate, nearly all the discounts in the Bank of 
England have run off, and still the market rate of dis- 
count did not rise up to the Bank rate ? — Certainly ; that 
was the case in 1822. 

3782. And, that being the case, would it be practicable 
for the Bank, under such circumstances, to raise the rate 
of interest, so as artificially to produce a greater influx of 
bullion, without very violent action upon the remainder of 
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its securities, and a corresponding contraction of the cir- 
culation ? — I do not think it would act upon the circulation 
at all: I think the circulation woidd he kept up in a great 
measure by the influx of the gold : the gold would naturally 
go into the Bank, as a deposit, or in exchange for notes ; 
and in that case, taking the supposition in the question, 
there would be every inducement to take it out in notes. 

3783. The object of the question is to know, what 
means the Bank would have of artificially keeping up the 
rate of interest, which is the means by which you suppose 
the Bank is to produce a large import of bullion ? — I 
conceive that if they reduced their securities sufficiently 
low, it is impossible but that the gold must more or less 
flow in to preserve the general value of the circulation : 
the general value of the circulation is not determined by 
the amount of Bank notes — the general value of the cir- 
culation is determined by the exchanges. 

3784. Under those circumstances, if the Bank could by 
any means raise the rate of interest up to such a point as 
to cause the influx of bullion to continue beyond its 
natural amount ; if they could do it by any means, would 
it not be requisite that they should operate in a very violent 
manner by the sale of Exchequer bills, or the securities 
independently of discounts ? — No ; it does not appear to 
me that that would be necessary at all. So far from a 
violent action, it appears to me, that it would rc uire 
them to be passive. If upon the efflux of some of their 
existing securities no re-investment took place, which 
could not be supposed to produce any violent action, I 
have no idea that there would be any material disturbance 
of the value of the circulation as connected with internal 
purposes in the process that is supposed in the question. 

3785. But in the case which you supposed, and ac- 
cording to the system which you propose, would it not 
be the duty of the Bank of England not to be passive, 
but to interfere actively for the purpose of prolonging the 
influx of bullion beyond its natural extent? — I doubt the 
propriety of the term “ actively ” used in the question. 
I think, simply, by keeping down the amount of its ex- 
isting securities, mid allowing the efflux of those which 

• were running off without rc- investment, the effect would 
be produced without any effort on the part of the Bank. 
I am supposing that the circumstances of trade are such 
as not of themselves to entail any disturbance one .way or 
the other. I will, for instance, take the period that has 
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been alluded to, namely, 1834. I contend that, if the 
Bank had kept its securities (not that I wish to commit 
myself to a general opinion as to the propriety of keeping 
the securities even or not) rather below than above 
24,000,000/., the probability is that, through that and the 
following year, they would have maintained a larger 
amount of bullion. At the same time, if it had required a 
reduction of the securities to 22,000,000/. or 20,000,000/., 
I should still say that it was incumbent upon the Directors 
to have effected that upon the system which I have sug- 
gested, supposing they had been acting upon that before. 
I do not mean to say that they ought to have done it : but, 
in supposing, as a distinct opinion which I entertain, that 
they cannot conduct such an amount of liabilities as they 
have had during the last three or four years with so small 
an amount of bullion as they have had, for a considerable 
part of that interval, I have assumed, that, if they found, 
with an amount of 24,000,000/. of securities, the bullion 
either went out or did not come in to a sufficient extent, 
they would reduce the securities. I consider that, with, a 
view of maintaining the proper amount of bullion, they 
should not in all cases retain the same amount of securities ; 
and if a designed reduction of securities be desirable with 
that view, it will be most conveniently effected by sales 
on the part of the Bank when the prices are high, or, in 
other words, when the market rate of interest is low. 

3786. ( Mr . Warburton .) Then your plan is, that they 
should not commence operating upon the exchanges the 
moment they saw that there was a turn in them, but that 
they should allow the drain to run on for a considerable 
period before they took any step whatever? — Yes; that is 
what I should distinctly suggest as the n\ore convenient 
mode of management, provided always they had in view 
so to regulate their securities , as to preserve on an average a 
very considerable amount of treasure. 

3787. Do you not believe that the exchanges would be 
kept more steady, and would not run so much into ex- 
tremes, if, at an earlier period than you recommend, they 
endeavoured to alter the course that the exchanges were 
taking? — The exchanges would, doubtless, in that ease;, 
not undergo the same extent of variation ; but the cir- 
culating medium and the general scale of transactions in 
the country would be interfered with or disturbed in a 
much greater degree, by the Bank operating upon its 
securities upon f'very turn of the exchanges. 
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3788. Do you mean to say that the inconvenience pro- 
duced to the mercantile interest, the monetary pressure 
would be less in amount than it now is, or less frequent ? 
— Both. 

3789. Do not you apprehend that the monetary pres- 
sure, in case of a drain, depends in extent very much in 
the degree to which the exchanges are adverse ? — I do not 
apprehend so, excepting so far as the continuance of that 
state involves ultimately the necessity of strong counter- 
acting measures on the part of the Bank. 

3790. Then do you not apprehend, if the drain is allowed, 
as you propose, to run on for a considerable time, that, sup- 
posing the drains till to continue after the Bank treasure 
has been reduced 5,000,000/., stronger counteracting mea- 
sures are necessary in that case, than if the counteracting 
measures had been had recourse to at the moment the ex- 
changes began to turn ? — 1 do not think that the conse- 
quences involved in the question would follow. A reduc- 
tion of 5,000,000/. might take place and no further drain 
ensue. If restrictive measures were only to commence 
when the Bank treasure had got down to 10,000,000/., 
they would be very different in effect, or in the chance of 
disturbance of the general mercantile course of affairs, from 
what they would be if the drain, as heretofore, were allowed 
to proceed till the treasure was reduced to 5,000,000/. A 
very moderate exercise of precautionary measures would, in 
my opinion, be requisite, after the efflux of 5,000,000/., to 
prevent such a further efflux as would place the Bank 
under the necessity of eventually adopting any very violent 
measures. 

3791. The reason you have given for not commencing 
to reduce the circulation immediately that the exchanges 
turned, is, that it would occasion inconvenience to the mer- 
cantile interests. Is not that so ? — No ; I might have said 
so ; but what I meant was, that it would occasion a dis- 
turbance in the general scale of transactions in the country, 
in *is far as uniformity of the circulating medium in con- 
nexion witli the ordinary transactions of the country was 
concerned. I should use the term general convenience 
rather than strictly mercantile convenience, for I consider 
it to be a matter of general convenience that fluctuations, 
in the rate of interest, should not be either abrupt or 
violent. 

3792. Which do you consider to be the principal duty of 
the Bank, to occasion an uniform rale of interest in the. 
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country, or to look to the preserving of the convertibility of 
its notes as its primary duty ? — I consider maintaining 
the convertibility of its notes is its primary duty ; and . if the 
preservation of a moderate uniformity of the rate of interest 
were incompatible with the perfect security of the convert 
tibility of the papery I should without hesitation say> that every 
consideration of convenience ought to give tony to the pre- 
servation of the principle of convertibility . 

3793. Have you not said that the fluctuations in treasure 
would be much less if the Bank commenced to operate im- 
mediately, than if it allowed the drain to proceed before it 
commenced its measures of contraction ? — Yes. 

3794. Then do you not think, that if it operated imme- 
diately the momentary deviation from the mean in the 
amount of the circulation would be much less than the 
deviations that did take place, or which would take place 
according to the system you recommend ? — In the first 
place, I should think it hardly possible to prescribe or de- 
fine exactly the line which } r ou should call the commence- 
ment of a drain, and, therefore, a forcible operation by 
the Bank upon its securities Such as proposed, would, I 
believe, be infinitely more inconvenient than the applica- 
tion of precautionary measures, when it should appear 
that the drain was one . that, from its general appearance, 
threatened a continuance below the amount at which I 
consider that precautionary measures might be dispensed 
with. But there is one point which seems to me to be assumed 
in all the questions hitherto upon this point ; that the amount 
of the circulation is that part of the position of the Bank 
which should be looked to for redressing the exchanges : 
whereas, in point of fact, if the bankers generally, or the 
deposit department of the Bank, happened at the time that 
the demand for foreign payments occurred to have large 
reserves, the circulation might be preserved without alter- 
ation, notwithstanding a considerable efflux of the metals* 
I can easily imagine a state of things in which, even sup- 
posing that there was a separate Bank of issue from the 
banking department, there might be a drain for foreign 
payment to the amount of 3,000,000/. or 4,000,000/., 
requiring an efflux of the precious metals to that amount, 
which would be supplied entirely out of such reserve, 
and therefore would leave the circulation without any 
alteration at all. I never understood whether that case 
was included in the theory of the fluctuation of the circu- 
lation corresponding with the variation that would take 
place in a metallic currency. 
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3795. Does not your supposition depend entirely upon 
this, that you assume the reserves which the London 
bankers held as deposits in the Bank of England greatly 
exceed the amount which it is necessary for them to keep 
as reserves, to meet the demands of their own depositors ? 
— It may be so ; and I raised the question for the very 
purpose of stating that, on the supposition that the 
reserves of the bankers, and more especially the reserve of 
the deposit department of the Bank of England, happened 
to be low coincidentally with the commencement of a 
drain, and taking the rule proposed for variation as in the 
metallic circulation, the pressure would be extreme. 

3796. Does it make any great difference as it regards 
the facilities of the money market, whether the Bank 
reduces its circulation by the sale of securities, or by 
diminishing the -amount of its discounts? — The forcible 
diminution of its discounts, by which I mean limiting the 
amount to be discounted, or shortening the period of the 
bills, would have a very much more violent operation than 
the sale of public securities ; but that would be only in so 
far as the public had previously been accustomed to an 
unlimited extent of discount, varying only in the rate. 

3797. By selling its securities, docs it not diminish the 
amount of the circulation held by the bankers ? — I do not 
mean in the slightest degree to question the correctness 
of the general principle, that if, with a view to contraction, 
and to increasing the value of the circulating medium, the 
Bank wish to reduce their securities, it is immaterial, for 
the main purpose, whether it is done through commercial 
discounts or by the sale of public securities : I only mean, 
that, considering that the Bank are looked to as a constant 
resource by the great discount brokers, it would have a 
prodigious effect if there were to be any forcible narrowing 
of the discounts. 

3798. Are you of opinion that it is the duty of the 
Bank to do what is called “ uphold the credit of the 
country ,” in times of monetary pressure, to such an extent 
as to lessen the convertibility of its own notes? -Certainly; 
that is not the duty of the Bank. T conceive that its hi st 
care should be the convertibility of its paper. 

3799. And, therefore, whatever degree of pressure m jy 
arise to the mercantile interests by the Bank adhering to 
the principles of maintaining the convertibility of its nob s, 
that pressure ought rather to be undergone than that the 
convertibility should be endangered? — 1 have hq question 
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but that it is the duty of the Bank, at all events, to main- 
tain inviolable the fulfilment of its own engagements; 
that is the first duty of all bankers. 

„ 3800. What is your opinion of the recent act for sus- 
pending the operation of the usury laws with regard to 
bills of exchange? — I have not, nor ever had, any doubt 
that the working of the recent act has been of unmixed 
advantage. 

3801. And, according to your view of the working of 
the currency, the allowing so large a margin to the rate 
of interest which the Bank may charge is eminently con- 
ducive to the proper working of the Bank ? — Yes ; at the 
same time I beg leave to observe, that, if the Bank manage 
their securities with a view to the preservation of a large 
average amount of bullion, their operation on the market 
rate of interest, by alterations in their rate of discount, will 
be comparatively on a very small scale. 

3802. Admitting that the Bank may produce an in- 
fluence upon the market rate of interest for short periods, 
do you believe that the Bank has it in its power to regu- 
late the rate of interest altogether? — No; certainly not 
for a length of time. 

3803. Therefore, if, during considerable' periods, the 
market rate of interest is high or low, you do not consider 
that the Bank is to be blamed for that ? — No ; not at all. 


[My evidence from question , 3624 to 3720 inclusive has 
been omitted, because, — 

1. The length of it is such, that, if added to these ex- 
tracts, the space that the whole would occupy would be 
altogether disproportioned to the other contents of this 
volume, insomuch that, doubtful as I have been whether 
the extracts I proposed to insert were not too long, I 
should, if the only alternative had been to give the whole 
or none, have determined on the latter. 

2. The points involved in the parts omitted, although 
important with reference to the questions as to the manage- 
ment of the Bank in the interval between 1832 and 1836^ 
and especially to that part of its management which re- 
lated to its employment of the surplus funds of the East 
India Company, and of the deposits on account of the 
West India loan in 1835, .have no immediate bearing upon 
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the purpose for which the portion of the examination here 
introduced is given. 

That purpose is to exhibit my views as stated to the 
Committee, on the following points : — 

1. That prices are the consequence, and not the cause, of 
variations in the circulation, that is, of bank notes in the 
hands of the public. 

2. That the Bank had not the power of acting directly 
on the amount of its circulation. 

3. That it was exclusively through the medium of its 
securities, that the Bank could operate on the foreign 
exchanges. 

4. That the management of the Bank would be best 
regulated, with a view of the convenience of the public, 
consistently with the constant maintenance of its pay- 
ments in cash, by the possession of a very large average 
amount of treasure. 

It can hardly fail of being observed, on the perusal of 
this examination, how totally inaccessible the Committee 
were to the points of view which I endeavoured to impress 
upon them. Sir Robert Peel was not present at any part 
of my examination.] 


Extract from the Report of the Select Committee on the 
State of Commercial Credit . April 25th, 1793. 

A spirit of commercial speculation and commerce had 
been for some time increasing in every part of the king- 
dom, and had now got to such a height as to threaten 
public credit with very serious danger. 

The circulating specie being by no means sufficient to 
answer the very increased demands of trade, the quantity 
of paper currency brought into circulation, as a supplying 
medium, was so great and disproportionate, that a scarcity 
of specie was produced, which threatened a general stagna- 
tion of the commercial world. 

In consequence of this alarming state of public credit, on 
the motion of Mr. Pitt, a select committee was this day 
appointed to take into consideration the present state of 
commercial credit, and to report their opinion and observ- 
ations thereupon to the House. 
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April 29. — The Lord Mayor reported from the said 
Committee, That the Committee had made a progress in the 
matter to them referred, and had directed him to make the 
following Report : — 

Your Committee have thought it incumbent on them, 
in proceeding to execute the orders of the House, to direct 
their attention to three principal points. 

1st. Whether the difficulties at present experienced, or 
the probability of their continuance and increase are of 
such urgent importance to the public interest as to require 
the interposition of the Legislature ? 

2nd. On the supposition that such interposition should 
be deemed necessary, what is the most practicable and 
effectual plan which can be adopted for giving relief ? 

3rd. What means can be suggested for preventing the 
renewal of similar inconveniences ? 

The consideration of the first and second heads appeared 
in some measure blended together ; and the third, though 
of great importance, appearing to be less urgent in point of 
time, your Committee have thought it proper to submit to 
the House such considerations as occurred to them upon 
the two first points, reserving the latter for a separate 
report. 

Under the first of these heads, the notoriety of failures 
to a considerable extent, the general embarrassment and 
apprehension which has ensued, the consideration of the 
necessary connection between different mercantile houses, 
and their dependence on each other, and the influence 
which the state of commercial credit must have upon the 
trade, the revenue, and general interests of the country, 
appeared sufficient, without minute examination, to satisfy 
your Committee that the present situation strongly called 
for an immediate and effectual remedy, if any practicable 
plan could be suggested for that purpose. 

In addition to this, the Committee had an opportunity 
of collecting from Several of their own members inform- 
ation, grounded either on their general observations upon 
the subject, or on their own immediate and personal 
knowledge. 

Your Committee, understanding that some suggestions 
on this subject had been laid before the Chancellor of the 
Exchequer, on the part of several persons of great eminence 
and respectability in the city of London, were of opinion, 
that a communication of these suggestions would be very 
material to the objects of their inquiry, with a view of 
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ascertaining the opinion of persons of this description, 
both with respect to the necessity of some remedy, and to 
the particular mode in which it might be applied. 

The Chancellor of the Exchequer accordingly laid before 
the Committee a paper which had been delivered to him on 
the 23d instant by the Lord Mayor and Mr. Bosanquet, 
which is inserted in the Appendix to this Report: he also 
stated to the Committee the circumstances which had led 
to this paper being drawn up. That he had received re- 

E resentations from many different quarters, which induced 
im to believe that the failures which had taken place had 
begun by a run on those houses who had issued circulating 
paper without being possessed of sufficient capital; but 
that the consequences had soon extended themselves so far 
as to affect many houses of great solidity, and possessed of 
funds ultimately much more than sufficient to answer all 
demands upon them, but which had not the means of con- 
verting those funds into money or negotiable securities in 
time to meet the pressure of the moment. 

That the sudden discredit of a considerable quantity of 
paper which had been issued by different banks, in itself 
produced a deficiency of the circulating medium, which, in 
the ordinary course of things, could not be immediately 
replaced, and that this deficiency occasioned material in- 
convenience in mercantile transactions. That, in addition 
to this immediate effect, these circumstances also were re- 
presented to have induced bankers and others to keep in 
their hands a greater quantity of money than they thought 
necessary in the usual train of business, and that large 
sums were thus kept out of circulation, and great difficulty 
arose in procuring the usual advances on bills of exchange, 
particularly those of a long date. That many persons were 
said to be possessed of large stocks of goods which they 
could not at present dispose of ; and on the credit of which 
they could not raise money. That this occasioned an in- 
terruption of the usual orders to manufacturers, which, 
circumstanced together with the interruption of the means 
by which they were enabled to make their weekly pay- 
ments, tended to prevent the employment of a number of 
persons engaged in different manufacture’s. 

That those evils were represented as likely rapidly to 
increase to a very serious extent, if some extraordinary 
means were not adopted to restore credit and circulation. 

That, in consequence of these representations, he had de- 
sired a meeting of different gentlemen, in order to obtain 
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the best information in his power respecting the extent of 
the evil, and the possibility and propriety of any measure 
to remedy it. That after much discussion, all the gentle- 
men present seem to agree in a very strong opinion of the 
extent of the evil; though many objections at first oc- 
curred to any plan for remedying it. That in the result it 
was agreed to desire the gentlemen, whose names were 
mentioned in the paper now delivered, to meet the next 
day at the Mansion House, to consider more particularly 
the proposal for the issue of Exchequer Bills to a certain 
amount, to be advanced under proper regulations for the 
accommodation of such persons as might apply for the 
same, and likewise the objections to which such a proposal 
might be liable, and that the paper which he had laid 
before the Committee contained the opinion of this second 
meeting. The Lord Mayor informed the Committee, 
that, in conformity to the statement mentioned by the 
Chancellor of the Exchequer, eleven gentlemen met at 
the Mansion House on the 23rd, selected principally from 
that part of the preceding meeting who had expressed the 
greatest difficulty in finding out a remedy, and, after a 
long discussion upon the subject, they unanimously were of 
opinion, that the interposition of parliament was necessary; 
and that an issue of Exchequer Bills under certain regu- 
lations and stipulations was the best practical remedy. 

The following is the account given by Macpherson in 
his Annals of Commerce (p. 266.) of the events of this re- 
markable period : — 

" Of the wealth accumulated in nine peaceful years of 
6i successful commerce, a very considerable portion was in- 
“ vested in machinery and in land navigation; objects which, 
“ though generally very productive in due time, require a 
u heavy advance of* capital, and depend for their productive- 
“ ness entirely upon the general prosperity of the trade of 
“ the country. At this time also the concerns of both 
“ merchants and manufacturers were much more widely ex- 
“ tended, and were much greater than at any former period ; 
“ a natural effect of increasing prosperity, and sometimes^ a 
" cause of ensuing calamity. From the operation of causes 
" which I shall not pretend to explain, the unprecedented 
“ number of bankruptcies in November 1792, was pro- 
“ digiously exceeded in number and amount by those which 
“ took place in the spring and summer of this year ; 105 in 
“ March, 188 in April, 209 in May, 158 in June, 108 in 
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“ July. Many houses of the most extensive dealings and 
“ most established credit failed ; and their fall involved vast 
“ numbers of their correspondents and connections in all 
“ parts of the country. Houses of great respectability and 
“ undoubted solidity, possessing ample funds, which actually 
“ did in a short time enable them to pay every shilling of 
“ their debts, were obliged to stop payment; and some 
“ bankers, who, almost immediately on recovering from the 
“ first panic, resumed their regularity of their payments, 

“ were obliged to make a pause. Many, whom the tern- 
“ porary assistance of even a moderate sum of money would 
“ have enabled to surmount their difficulties, could not ob- 
“ tain any accommodation; for in the general distress and 
“ dismay every one looked upon his neighbour with caution, 

“ if not with suspicion. It was impossible to raise any 
“ money upon the security of machinery or shares of canals, 

“ for the value of such property seemed to be annihilated in 
“the gloomy apprehensions of the sinking state of the 
“ country, its commerce and manufactures ; and those who 
“ had any money, not knowing whom they could place it 
“ with safety, kept it unemployed, and locked up in their 
“ coffers. 

“ In consequence of an interview of several of the 
“ principal merchants and traders with Mr. Pitt, the Prime 
“ Minister, a meeting was held at the Mansion House, 
“ April 23rd, to concert measures for putting a stop to this 
“ terrible calamity ; when the Lord Mayor, Messrs. Ander- 
“ son, Bosanquet, Forster, Baring, Cheswell, Thornton, 
“ Harman, Winshrop, Boddington, and Hunter, after much 
“deliberation, drew up the outlines of a plan for the revival 
“ of commercial credit and the restoration of confidence, by 
“ a parliamentary advance of Exchequer Bills, under proper 
“ regulations, to houses of real capital, a copy of which was 
“ immediately laid before Mr. Pitt. 

“ On the 8th May, in compliance with the rccommend- 
“ ation of the Committee, this was agreed to, and the ad- 
“ vances were to be made to such of the merchants, traders, 
“ bankers, &c., as should apply for them in sums not under 
“4000/. on security approved, or on the deposit of goods of 
“ double the value of the sums advanced, at 5 per cent. This 
“ was not one of those officious and ill- concerted inter- 
“ fercnces by which some governments ruin the in teres fs of 
“ commerce while they profess themselves the protectors of 
“ it. Tlic very first intimation of the intention of the legis- 
lature to support the merchants operated all over the 
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u country like a charm, and in a great degree superseded the 
“ necessity of the relief, by an almost instantaneous restora- 
“ tion of mutual confidence. 

Cf Some of the principal people of Liverpool had digested 
“ a plan for supporting the credit of the merchants and 
u traders of that town, whose very extensive and com- 
“ plicated concerns had involved them in perhaps a greater 
“ share of t he general calamity than any other place except 
“ London. This proposal was to issue negotiable notes 
“ secured on the estate of the Corporation, which is suffi- 
<c ciently ample, and to employ them in support of the 
“ credit of individuals, and it received the sanction of Par- 
66 liament* who authorised the Corporation of Liverpool to 
“ issue notes to the amount of 200,000/.” 


THE END. 


London 

Spottiswoode and Shaw, 
New- street- Square. 






